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The Iowa Administrative Code Supplement is published biweekly pursuant to Iowa Code sections
2B.5A and 17A.6. The Supplement contains replacement chapters to be inserted in the loose-leaf
Iowa Administrative Code (IAC) according to instructions included with each Supplement. The
replacement chapters incorporate rule changes which have been adopted by the agencies and filed with
the Administrative Rules Coordinator as provided in Iowa Code sections 7.17 and 17A.4 to 17A.6. To
determine the specific changes in the rules, refer to the Iowa Administrative Bulletin bearing the same
publication date.

In addition to the changes adopted by agencies, the replacement chapters may reflect objection to a
rule or a portion of a rule filed by the Administrative Rules Review Committee (ARRC), the Governor,
or the Attorney General pursuant to Iowa Code section 17A.4(6); an effective date delay or suspension
imposed by the ARRC pursuant to section 17A.4(7) or 17A.8(9); rescission of a rule by the Governor
pursuant to section 17A.4(8); or nullification of a rule by the General Assembly pursuant to Article III,
section 40, of the Constitution of the State of Iowa.

The Supplement may also contain replacement pages for the IAC Index or the Uniform Rules on
Agency Procedure.
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INSTRUCTIONS
FOR UPDATING THE

IOWA ADMINISTRATIVE CODE

Agency names and numbers in bold below correspond to the divider tabs in the IAC binders. New
and replacement chapters included in this Supplement are listed below. Carefully remove and insert
chapters accordingly.

Editor's telephone (515)281-3355 or (515)242-6873

Agriculture and Land Stewardship Department[21]
Replace Chapter 49

Utilities Division[199]
Replace Analysis
Replace Chapter 11

Inspections and Appeals Department[481]
Replace Chapters 30 and 31

Revenue Department[701]
Replace Chapter 18
Replace Chapter 54
Replace Chapter 59
Replace Chapter 230
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CHAPTER 49
BULK DRY ANIMAL NUTRIENTS

21—49.1(200A) Definitions. When used in this chapter:
“Bulk dry animal nutrient product” or “bulk product” means an animal nutrient product delivered

to a purchaser in bulk form to which a label cannot be attached.
“Business” means a commercial enterprise.
“Church” means a religious institution.
“Commercial enterprise” means a building which is used as a part of a business that manufactures

goods, delivers services, or sells goods or services, which is customarily and regularly used by the general
public during the entire calendar year and which is connected to electric, water, and sewer systems. A
commercial enterprise does not include a farm operation.

“County soil survey” means a publication containing a survey of soils and topography of an Iowa
county by the Iowa cooperative soil survey.

“Department” means the department of agriculture and land stewardship.
“Distribute”means to offer for sale, sell, hold out for sale, exchange, barter, supply or furnish a bulk

dry animal nutrient product on a commercial basis.
“Distributor” means a person who distributes a bulk dry animal nutrient product.
“Dry animal nutrient product” means any unmanipulated animal manure composed primarily of

animal excreta if all of the following apply:
1. The manure contains one or more recognized plant nutrients which are used for their plant

nutrient content.
2. The manure promotes plant growth.
3. The manure does not flow perceptibly under pressure.
4. The manure is not capable of being transported through a mechanical pumping device designed

to move a liquid.
5. The constituent molecules of the manure do not flow freely among themselves but do show the

tendency to separate under stress.
“Educational institution” means a building in which an organized course of study or training is

offered to students enrolled in kindergarten through grade 12 and served by local school districts,
accredited or approved nonpublic schools, area education agencies, community colleges, institutions of
higher education under the control of the state board of regents, and accredited independent colleges
and universities.

“Grassed waterway” means a shaped or graded channel that is established with suitable vegetation
for the stable conveyance of runoff.

“Guaranteed analysis” means the minimum percentage of plant nutrients claimed and reported to
the department pursuant to Iowa Code section 200A.6.

“Label” means any written or printed material which accompanies bulk shipments.
“Major water source” means a water source that is a lake, reservoir, river or stream located within

the territorial limits of the state, or any marginal river area adjacent to the state, if the water source
is capable of supporting a floating vessel capable of carrying one or more persons during a total of a
six-month period in one out of ten years, excluding periods of flooding.

“Official sample”means any sample of a bulk dry animal nutrient taken by the department, according
to procedures established by the department consistent with this chapter.

“Percent” or “percentage” means percentage by weight.
“Person” means individual, partnership, association, firm or corporation.
“Public use area” means that portion of land owned by the United States, the state, or a political

subdivision with facilities which attract the public to congregate and remain in the area for significant
periods of time. Facilities include, but are not limited to, picnic grounds, campgrounds, cemeteries,
lodges and cabins, shelter houses, playground equipment, swimming beaches at lakes, and fishing docks,
fishing houses, fishing jetties or fishing piers at lakes. It does not include a highway, road right-of-way,

https://www.legis.iowa.gov/docs/ico/section/200A.6.pdf
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parking areas, recreational trails or other areas where the public passes through, but does not congregate
or remain in the area for significant periods of time.

“Purchaser” means a person to whom a dry bulk animal nutrient is distributed.
“Religious institution” means a building in which an active congregation is devoted to worship.
“School” means an educational institution.
“Ton” means a net weight of 2,000 pounds avoirdupois.
“Water of the state” means any stream, lake, pond, marsh, watercourse, waterway, well, spring,

reservoir, aquifer, irrigation system, drainage system, and any other body or accumulation of water,
surface or underground, natural or artificial, public or private, which are contained within, flow through
or border upon the state or any portion thereof.

“Water source”means a lake, river, reservoir, creek, stream, ditch, or other body of water or channel
having definite banks and a bed with water flow, except lakes or ponds without outlet to which only one
landowner is riparian.
[ARC 4788C, IAB 12/4/19, effective 1/8/20]

21—49.2(200A) License. A person who distributes a bulk dry animal nutrient product in this state must
first obtain a license from the department. A license application must be submitted to the department, on
a form furnished by the department, according to procedures required by the department. A license shall
expire on July 1 of each even-numbered year following the date the license is issued. A license may be
renewed for a two-year period as provided by the department. A person required to obtain a license shall
pay the department a fee equal to $20 for each place from which the person distributes a bulk product in
this state.
[ARC 5118C, IAB 7/29/20, effective 9/2/20]

21—49.3(200A) Registration. Each bulk dry animal nutrient shall be registered before being distributed
in this state. The application for registration shall be submitted to the department on forms furnished
by the department and shall be accompanied by a label which contains information as provided in Iowa
Code section 200A.6, subsection 2, paragraphs “a” and “b.”

21—49.4(200A) Additional plant elements. Additional plant food nutrients, besides nitrogen,
phosphorus and potassium, when mentioned in any form or manner, shall be registered and shall be
guaranteed. Guarantees shall be made on the elemental basis. The minimum percentages which will be
accepted for registration are as follows:

Element Percent
Calcium (Ca) 1.00
Magnesium (Mg) 0.50
Sulfur (S) 1.00
Boron (B) 0.02
Chlorine (Cl) 0.10
Cobalt (Co) 0.0005
Copper (Cu) 0.05
Iron (Fe) 0.10
Manganese (Mn) 0.05
Molybdenum (Mo) 0.0005
Sodium (Na) 0.10
Zinc (Zn) 0.05

Guarantees or claims for the above-listed additional plant nutrients are the only ones which will be
accepted. Proposed labels and directions for use shall be furnished with the application for registration.
Any of the above-listed elements which are guaranteed shall appear in the order listed, immediately
following guarantees for nitrogen, phosphorus and potassium. A warning statement is required on the

https://www.legis.iowa.gov/docs/aco/arc/4788C.pdf
https://www.legis.iowa.gov/docs/aco/arc/5118C.pdf
https://www.legis.iowa.gov/docs/ico/section/200A.6.pdf
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label for any product which contains 0.03 or more boron in a water-soluble form or 0.001 percent or
more of molybdenum. The statement shall carry the word “WARNING” in letters large enough to be
conspicuous; it shall state the crops for which the bulk dry animal nutrient may be used and it shall state
that use of the bulk dry animal nutrient on any other than those recommended may result in serious injury
to the crops.

21—49.5(200A) Distribution statement. Any bulk dry animal nutrient distributed in this state must be
accompanied by a form, furnished by the department, which contains all information required by Iowa
Code section 200A.7. The distribution statement must be provided to the purchaser before possession
of bulk dry animal nutrient is transferred to the purchaser and receipt of the distribution statement must
be acknowledged by signature or initials of the purchaser. The distributor shall maintain a copy of the
distribution statement for one year.

21—49.6(200A) Distribution reports. Any person required to be licensed to distribute bulk dry animal
nutrients in this state shall file distribution reports on forms furnished by the department as required by
Iowa Code section 200A.8.

21—49.7(200A) Storage of bulk dry animal nutrients. A distributor storing bulk dry animal nutrients
shall meet the following storage requirements:

1. Bulk dry animal nutrients shall not be stored in a manner which pollutes the waters of the state.
2. Bulk dry animal nutrients shall not be stored in a grassed waterway.
3. Bulk dry animal nutrients shall not be stored on ground with a slope of greater than class “B”

as defined in the county soil survey.
4. Bulk dry animal nutrients shall not be stored within 200 feet of a shallow private water supply

well.
5. Bulk dry animal nutrients shall not be stored within 100 feet of a deep water supply well.
6. Bulk dry animal nutrients shall not be stored within 500 feet of a surface intake, wellhead or

cistern of agricultural drainage wells, known sinkholes or major water sources.
7. Bulk dry animal nutrients shall not be stored within 400 feet of water sources other than major

water sources (excluding farm ponds, privately owned lakes or when a secondary containment barrier is
provided).

8. Bulk dry animal nutrients shall not be stored within 500 feet of a residence, business, church,
school, or public use area, unless the titleholder of the residence, business, church, school, or public use
area executes a written waiver with the titleholder of the land where the bulk dry animal nutrients are
stored.
[ARC 4788C, IAB 12/4/19, effective 1/8/20]

21—49.8(200A) Manure management plans. Distributors of bulk dry animal nutrients
who are confinement feeding operations must comply with rules 567—65.16(459,459B) and
567—65.17(459,459B) and 567—paragraph 65.3(3)“g.” For the volume of bulk dry animal nutrients
to be sold or removed from control of the distributor, the requirements of rules 567—65.16(459,459B)
and 567—65.17(459,459B) and 567—paragraph 65.3(3)“g” shall be deemed to have been met when a
distributor notifies in writing the department of natural resources.

These rules are intended to implement Iowa Code chapter 200A.
[Filed 6/10/99, Notice 2/10/99—published 6/30/99, effective 8/4/99]

[Filed ARC 4788C (Notice ARC 4698C, IAB 10/9/19), IAB 12/4/19, effective 1/8/20]
[Filed ARC 5118C (Notice ARC 4944C, IAB 2/26/20), IAB 7/29/20, effective 9/2/20]

https://www.legis.iowa.gov/docs/ico/section/200A.7.pdf
https://www.legis.iowa.gov/docs/ico/section/200A.8.pdf
https://www.legis.iowa.gov/docs/aco/arc/4788C.pdf
https://www.legis.iowa.gov/docs/iac/rule/567.65.16.pdf
https://www.legis.iowa.gov/docs/iac/rule/567.65.17.pdf
https://www.legis.iowa.gov/docs/iac/rule/567.65.3.pdf
https://www.legis.iowa.gov/docs/iac/rule/567.65.16.pdf
https://www.legis.iowa.gov/docs/iac/rule/567.65.17.pdf
https://www.legis.iowa.gov/docs/iac/rule/567.65.3.pdf
https://www.legis.iowa.gov/docs/ico/chapter/200A.pdf
https://www.legis.iowa.gov/docs/aco/arc/4788C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4698C.pdf
https://www.legis.iowa.gov/docs/aco/arc/5118C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4944C.pdf
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UTILITIES DIVISION[199]
Former Commerce Commission[250] renamed Utilities Division[199]

under the “umbrella” of Commerce Department[181] by 1986 Iowa Acts, Senate File 2175, section 740.

CHAPTER 1
ORGANIZATION AND OPERATION

1.1(17A,474) Purpose
1.2(17A,474) Scope of rules
1.3(17A,474,476) Waivers
1.4(17A,474) Duties of the board
1.5(17A,474) Organization
1.6(68B) Consent for the sale or lease of goods and services
1.7 Reserved
1.8(17A,474) Matters applicable to all proceedings
1.9(22) Public information and inspection of records

CHAPTER 2
FORMS

2.1(17A,474) Documents filed with the utilities board
2.2(17A,474) Forms

CHAPTER 3
RULE MAKING

3.1(17A,474) Purpose and scope
3.2(17A,474) Initial stakeholder input
3.3(17A,474) Petition for adoption of rules
3.4(17A,474) Commencement of proceedings
3.5 and 3.6 Reserved
3.7(17A,474) Requests for oral presentation
3.8(17A,474) Rule-making oral presentation
3.9(17A,474) Rule-making decisions
3.10(17A,474) Regulatory analysis
3.11(17A,474) Review of rules

CHAPTER 4
DECLARATORY ORDERS

4.1(17A) Petition for declaratory order
4.2 Reserved
4.3(17A) Intervention
4.4(17A) Briefs
4.5 Reserved
4.6(17A) Service and filing of petitions and other documents
4.7(17A) Informal meeting
4.8 Reserved
4.9(17A) Refusal to issue order
4.10 and 4.11 Reserved
4.12(17A) Effect of a declaratory order

CHAPTER 5
PROCEDURE FOR DETERMINING THE COMPETITIVENESS

OF A COMMUNICATIONS SERVICE OR FACILITY
5.1(476) Purpose
5.2(476) Petition
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5.3(476) Docketing
5.4(476) Comments
5.5(476) Formal proceeding
5.6(476) Decision
5.7(476) Extent of deregulation

CHAPTER 6
COMPLAINT PROCEDURES

6.1(476) General inquiries
6.2(476) Informal complaint procedures
6.3(476) Processing the informal complaint
6.4(476) Proposed resolution of an informal complaint
6.5(476) Initiating formal complaint proceedings
6.6(476) Applicable procedures
6.7(476) Record
6.8(476) Special procedures for complaints alleging unauthorized changes in

telecommunications services

CHAPTER 7
PRACTICE AND PROCEDURE

7.1(17A,474,476) Scope and applicability
7.2(17A,476) Definitions
7.3(17A,476) Presiding officers
7.4(17A,474,476) General information
7.5(17A,476) Time requirements
7.6(17A,476) Electronic proceedings
7.7(17A,476) Electronic information
7.8(17A,476) Delivery of notice of hearing
7.9(17A,476) Pleadings and answers
7.10(17A,476) Prefiled testimony and exhibits
7.11(17A,476) Documentary evidence in books and materials
7.12(17A,476) Motions
7.13(17A,476) Intervention
7.14(17A,476) Consolidation and severance
7.15(17A,476) Discovery
7.16(17A,476) Subpoenas
7.17(17A,476) Prehearing or scheduling conference
7.18(17A,476) Settlements
7.19(17A,476) Stipulations
7.20(17A,476) Investigations
7.21(17A,476) Withdrawals
7.22(17A,476) Ex parte communication
7.23(17A,476) Hearings
7.24(17A,476) Reopening record
7.25(17A,476) Interlocutory appeals
7.26(17A,476) Appeals to board from a proposed decision of a presiding officer
7.27(17A,476) Rehearing and reconsideration
7.28(17A,476) Stay of agency decision
7.29(17A,476) Emergency adjudicative proceedings
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CHAPTER 8
CIVIL PENALTIES

8.1(476,476A,478,479,479B) Civil penalty
8.2(476,476A,478,479,479B) Procedure
8.3(476,476A,478,479,479B) Penalties assessed
8.4(476,476A,478,479,479B) Payment of penalty
8.5(476,476A,478,479,479B) Rate-regulated utilities

CHAPTER 9
RESTORATION OF AGRICULTURAL LANDS

DURING AND AFTER PIPELINE CONSTRUCTION
9.1(479,479B) General information
9.2(479,479B) Filing of land restoration plans
9.3(479,479B) Procedure for review of plan
9.4(479,479B) Restoration of agricultural lands
9.5(479,479B) Designation of a pipeline company point of contact for landowner inquiries or

claims
9.6(479,479B) Separate agreements
9.7(479,479B) Enforcement

CHAPTER 10
INTRASTATE GAS PIPELINES AND UNDERGROUND GAS STORAGE

10.1(479) General information
10.2(479) Informational meetings
10.3(479) Petition for permit
10.4(479) Notice of hearing
10.5(479) Objections
10.6(479) Hearing
10.7(479) Pipeline permit
10.8(479) Renewal permits
10.9(479) Amendment of permits
10.10(479) Fees and expenses
10.11(479) Inspections
10.12(479) Standards for construction, operation and maintenance
10.13(479) Crossings of highways, railroads, and rivers
10.14(479) Transmission line factors
10.15(479) Reports to federal agencies
10.16(479) Reportable changes to pipelines under permit
10.17(479) Sale or transfer of permit
10.18(479) Termination of petition for pipeline permit proceedings

CHAPTER 11
ELECTRIC LINES

11.1(478) General information
11.2(478) Definitions
11.3(478) Route selection
11.4(478) Informational meetings
11.5(478) Petition for a new franchise
11.6(478) Petition for an amendment to a franchise
11.7(478) Petition for the abbreviated franchise process
11.8(478) Petition for extension of franchise
11.9(478) Additional requirements
11.10(478) Notices
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11.11(478) Common and joint use
11.12(478) Termination of franchise petition proceedings
11.13(478) Fees and expenses

CHAPTER 12
INTERSTATE NATURAL GAS PIPELINES

AND UNDERGROUND STORAGE
12.1(479A) Authority
12.2(479A) Inspections
12.3 to 12.5 Reserved
12.6(479A) Incident reporting

CHAPTER 13
HAZARDOUS LIQUID PIPELINES AND UNDERGROUND STORAGE

13.1(479B) General information
13.2(479B) Petition for permit
13.3(479B) Informational meetings
13.4(479B) Notice of hearing
13.5(479B) Objections
13.6(479B) Hearing
13.7(479B) Pipeline permit
13.8(479B) Renewal permits
13.9(479B) Amendment of permits
13.10(479B) Fees and expenses
13.11 Reserved
13.12(479B) Land restoration
13.13 Reserved
13.14(479B) Crossings of highways, railroads, and rivers
13.15 to 13.17 Reserved
13.18(479B) Reportable changes to pipelines under permit
13.19(479B) Sale or transfer of permit

CHAPTER 14
ELECTRONIC FILING

14.1(17A,476) Purpose
14.2(17A,476) Scope and applicability of electronic filing requirement
14.3(17A,476) Definitions
14.4(17A,476) Exceptions; number of paper copies required
14.5(17A,476) Electronic filing procedures and required formats
14.6(17A,476) Registration
14.7(17A,476) Electronic file
14.8(17A,476) Paper copies required
14.9(17A,476) When electronic filings can be made; official filing date
14.10(17A,476) Notice of system unavailability
14.11(17A,476) Technical difficulties
14.12(17A,476) Documents containing confidential material
14.13(17A,476) Signatures
14.14(17A,476) Original documents
14.15(17A,476) Transcripts
14.16(17A,476) Electronic service
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UTILITIES AND
TRANSPORTATION DIVISIONS

CHAPTER 15
COGENERATION AND SMALL POWER PRODUCTION

15.1(476) Definitions
15.2(476) Scope
15.3(476) Information to board
15.4(476) Rate-regulated electric utility obligations under this chapter regarding qualifying

facilities
15.5(476) Rates for purchases from qualifying facilities by rate-regulated electric utilities
15.6(476) Rates for sales to qualifying facilities and AEP facilities by rate-regulated utilities
15.7(476) Additional services to be provided to qualifying facilities and AEP facilities by

rate-regulated electric utilities
15.8(476) Interconnection costs
15.9(476) System emergencies
15.10(476) Standards for interconnection, safety, and operating reliability
15.11(476) Additional rate-regulated utility obligations regarding AEP facilities
15.12 to 15.16 Reserved
15.17(476) Alternate energy purchase programs
15.18(476B) Certification of eligibility for wind energy tax credits under Iowa Code chapter

476B
15.19(476C) Certification of eligibility for wind energy and renewable energy tax credits under

Iowa Code chapter 476C
15.20(476B) Applications for wind energy tax credits under Iowa Code chapter 476B
15.21(476C) Applications for renewable energy tax credits under Iowa Code chapter 476C
15.22(476) Small wind innovation zones

CHAPTER 16
ACCOUNTING

16.1(476) Accounting—general information
16.2(476) Uniform systems of accounts—electric
16.3(476) Uniform systems of accounts—gas
16.4(476) Uniform systems of accounts—water
16.5(476) Uniform systems of accounts—telephone
16.6 Reserved
16.7(476) Filing of promotional practices
16.8(476) Compiling advertisements and expenses
16.9(476) Postemployment benefits other than pensions

CHAPTER 17
ASSESSMENTS

17.1(475A,476,546) Purpose
17.2(475A,476) Definitions
17.3(476) Expenses to be included in direct assessments
17.4(476) Direct assessments under Iowa Code section 476.10
17.5(476) Reporting of operating revenues
17.6(475A,476) Compilation and billing of assessment
17.7(476) Funding of Iowa energy center and center for global and regional environmental

research
17.8(476) Assessments under Iowa Code section 476.95B
17.9(477C) Assessments of expenses for dual party relay service program and equipment

distribution program

https://www.legis.iowa.gov/docs/ico/chapter/476B.pdf
https://www.legis.iowa.gov/docs/ico/chapter/476C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/476B.pdf
https://www.legis.iowa.gov/docs/ico/chapter/476C.pdf
https://www.legis.iowa.gov/docs/ico/section/476.10.pdf
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17.10(475A,476) Objection procedures
17.11(476,477C) Refunds

CHAPTER 18
UTILITY RECORDS

18.1(476) Definitions
18.2(476) Location of records
18.3(476) Availability of records
18.4(476) Electric utilities other than rural electric cooperatives
18.5(476) Rural electric cooperatives
18.6(476) Gas utilities
18.7(476) Water utilities

CHAPTER 19
SERVICE SUPPLIED BY GAS UTILITIES

19.1(476) General information
19.2(476) Records, reports, and tariffs
19.3(476) General service requirements
19.4(476) Customer relations
19.5(476) Engineering practice
19.6(476) Metering
19.7(476) Standards of quality of service
19.8(476) Safety
19.9 Reserved
19.10(476) Purchased gas adjustment (PGA)
19.11(476) Periodic review of gas procurement practices
19.12(476) Flexible rates
19.13(476) Transportation service
19.14(476) Certification of competitive natural gas providers and aggregators
19.15(476) Customer contribution fund
19.16(476) Reserve margin
19.17(476) Incident notification and reports
19.18(476) Capital infrastructure investment automatic adjustment mechanism

CHAPTER 20
SERVICE SUPPLIED BY ELECTRIC UTILITIES

20.1(476) General information
20.2(476) Records, reports, and tariffs
20.3(476) General service requirements
20.4(476) Customer relations
20.5(476) Engineering practice
20.6(476) Metering
20.7(476) Standards of quality of service
20.8(476) Safety
20.9(476) Electric energy sliding scale or automatic adjustment
20.10(476) Ratemaking standards
20.11(476) Customer notification of peaks in electric energy demand
20.12 Reserved
20.13(476) Periodic electric energy supply and cost review [476.6(16)]
20.14(476) Flexible rates
20.15(476) Customer contribution fund
20.16 Reserved
20.17(476) Ratemaking treatment of emission allowances
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20.18(476,478) Service reliability requirements for electric utilities
20.19(476,478) Notification of outages
20.20(476) Electric vehicle charging service

CHAPTER 21
SERVICE SUPPLIED BY WATER, SANITARY SEWAGE, AND STORM WATER DRAINAGE

UTILITIES
DIVISION I

GENERAL PROVISIONS
21.1(476) Application of rules
21.2(476) Records and reports for water, sanitary sewage, and storm water drainage utilities

DIVISION II
WATER UTILITIES

21.3(476) General water service requirements
21.4(476) Customer relations for water service
21.5(476) Engineering practice for water service
21.6(476) Meter testing for water service
21.7(476) Standards of quality of water service
21.8(476) Applications for water costs for fire protection services
21.9(476) Incident reports regarding water service
21.10(476) Separate books for acquired water service assets

DIVISION III
SANITARY SEWAGE UTILITIES

21.11(476) General sanitary sewage disposal service requirements
21.12(476) Customer relations for sanitary sewage disposal service
21.13(476) Engineering practice for sanitary sewage disposal service
21.14(476) Meter testing for sanitary sewage disposal service
21.15(476) Standards of quality of sanitary sewage disposal service
21.16(476) Incident reports regarding sanitary sewage disposal service
21.17(476) Separate books for acquired sanitary sewage disposal service assets

DIVISION IV
STORM WATER DRAINAGE UTILITIES

21.18(476) Standards of quality of storm water drainage service
21.19(476) Customer relations for storm water drainage service
21.20(476) Incident reports regarding storm water drainage service
21.21(476) Separate books for acquired storm water drainage service assets

CHAPTER 22
REGULATION OF TELECOMMUNICATIONS SERVICE

22.1(476) General information
22.2(476) Tariffs
22.3(476) Customer complaints
22.4(476) Intrastate access charge application, tariff procedures, and rates
22.5(476) Interexchange telecommunications service provider service and access
22.6(476) Alternative operator services
22.7(476) Service territories
22.8(476) Registration of telecommunications service providers
22.9(476) Unauthorized changes in telecommunications service
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CHAPTER 23
ANNUAL REPORT

23.1(476) General information
23.2(476) Annual report requirements

CHAPTER 24
LOCATION AND CONSTRUCTION OF ELECTRIC POWER

GENERATING FACILITIES
24.1(476A) Authority, purpose, and policy
24.2(476A) Definitions
24.3(476A) Form of application, place of filing
24.4(476A) Application for a certificate—contents
24.5(476A) Initial board review: Application acceptance
24.6(476A) Procedural schedule
24.7(476A) Informational meeting
24.8(476A) Hearing procedure
24.9(476A) Separate hearings on separate issues
24.10(476A) Certification decision
24.11(476A) Site preparation
24.12(476A) Issuance of a certificate
24.13(476A) Exemptions from certification application; application for amendment for

certificate: Contents
24.14(476A) Assessment of costs
24.15(476A) Waiver

CHAPTER 25
IOWA ELECTRICAL SAFETY CODE

25.1(476,476A,478) General information
25.2(476,476A,478) Iowa electrical safety code defined
25.3(476,478) Inspection and maintenance plans
25.4(476,478) Correction of problems found during inspections and pole attachment procedures
25.5(476,478) Accident reports

CHAPTER 26
RATE CASES, TARIFFS, AND

RATE REGULATION ELECTION PRACTICE AND PROCEDURE
26.1(17A,476) Scope and applicability
26.2(17A,476) Defective filings
26.3(17A,476) Proposal of settlements
26.4(476) Rate case expense
26.5(476) Applications and petitions
26.6(476) Answers
26.7(476) Rate investigation
26.8(476) Procedural schedule in Iowa Code sections 476.3 and 476.6 proceedings
26.9(476) Consumer comment hearing in docketed rate case of an investor-owned utility

company
26.10(476) Appeal from administrative law judge’s decision
26.11(476) Consideration of current information in rate regulatory proceedings
26.12(476) Rate regulation election—electric cooperative corporations and associations

CHAPTERS 27 and 28
Reserved

https://www.legis.iowa.gov/docs/ico/section/476.3.pdf
https://www.legis.iowa.gov/docs/ico/section/476.6.pdf
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CHAPTER 29
MANAGEMENT EFFICIENCY EVALUATION

29.1(476) Policy and purpose
29.2(476) Efficiency considered in a complaint or rate case proceeding
29.3(476) Management efficiency evaluation
29.4(476) Rewards and penalties

CHAPTER 30
RENEWABLE ENERGY PERCENTAGE VERIFICATION

30.1(476) General information
30.2(476) Process for verification
30.3(476) Reasonableness and prudence of REC retirement
30.4(476) Renewable energy claims

CHAPTER 31
ACCESS TO AFFILIATE RECORDS, REQUIREMENTS FOR ANNUAL FILINGS,

AND ASSET AND SERVICE TRANSFERS
31.1(476) Applicability and definition of terms
31.2(476) Availability of records
31.3(476) Annual filing
31.4 Reserved
31.5(476) Verified copies and confidential treatment
31.6(476) Comparable information
31.7(476) Standards for costing service transfers between regulated operations and

nonregulated affiliates
31.8(476) Standards for costing asset transfers between regulated operations and

non-regulated affiliates valued at less than $2 million
31.9(476) Waivers

CHAPTER 32
REORGANIZATION

32.1(476) Applicability and definition of terms
32.2(476) Substantial part of a public utility’s assets
32.3(476) Declaratory orders
32.4(476) Proposal for reorganization—filing requirements
32.5(476) Effective date
32.6(476) Insufficient filing
32.7(476) Additional information authorized
32.8(476) Waivers
32.9(476) Procedural matters
32.10(388) Approval of appraiser for municipal utilities

CHAPTER 33
NONUTILITY ACTIVITIES—RECORD KEEPING

AND COST ALLOCATIONS
33.1(476) Applicability
33.2(476) Definitions
33.3(476) Availability of records
33.4(476) Costing methodology
33.5(476) Cost allocation manuals
33.6(476) Standards for costing service transfers within a regulated subsidiary or utility
33.7(476) Standards for costing asset transfers within a regulated subsidiary or utility
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CHAPTER 34
NONUTILITY SERVICE

34.1(476) Statement of purpose
34.2(476) Definition—nonutility service
34.3(476) Definition—systematic marketing effort
34.4(476) Engaged primarily in providing the same competitive nonutility services in the

area—defined
34.5(476) Charges permitted
34.6(476) Procedures for utilization of billing and collection system
34.7(476) Complaints

CHAPTER 35
ENERGY EFFICIENCY AND DEMAND RESPONSE PLANNING AND REPORTING FOR
NATURAL GAS AND ELECTRIC UTILITIES REQUIRED TO BE RATE-REGULATED

35.1(476) Authority and purpose
35.2(476) Definitions
35.3(476) Energy efficiency and demand response plan filing
35.4(476) Assessment of potential and collaboration
35.5(476) Energy efficiency and demand response plan requirements
35.6(476) Contested case proceeding
35.7(476) Exemptions from participation
35.8(476) Annual reporting requirements
35.9(476) Energy efficiency and demand response cost recovery
35.10(476) Modification of an approved plan
35.11(476) Prudence review
35.12(476) New structure energy conservation standards

CHAPTER 36
Reserved

CHAPTER 37
EQUIPMENT DISTRIBUTION PROGRAM

37.1(477C) Purpose
37.2(477C) Program structure
37.3(477C) Equipment
37.4(477C) Application process and eligibility
37.5(477C) Voucher system
37.6(477C) Complaints

CHAPTER 38
LOCAL EXCHANGE COMPETITION

38.1(476) General information
38.2 Reserved
38.3(476) Interconnection requirements
38.4(476) Unbundled facilities, services, features, functions, and capabilities
38.5(476) Cost standards
38.6(476) Terminating access charge complaints
38.7(476) Mediation and arbitration

CHAPTER 39
UNIVERSAL SERVICE

39.1(476) Authority and purpose
39.2(476) Definition of terms
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39.3(476) Applying for designation as an eligible telecommunications carrier
39.4(476) Lifeline-only applicants
39.5(476) Service area
39.6(476) Universal service support for low-income consumers (Lifeline program and Tribal

Link Up program)
39.7(476) Schedule of filings
39.8(476) Relinquishment of ETC designation

CHAPTER 40
COMPETITIVE BIDDING PROCESS

40.1(476) General information
40.2(476) Competitive resource acquisition procedure
40.3(476) Utility-build or lease cost estimates
40.4(476) Utility affiliate bids
40.5(476) Request for proposals (RFP)
40.6(476) Complaints

CHAPTER 41
Reserved

CHAPTER 42
CROSSING OF RAILROAD RIGHTS-OF-WAY

42.1(476) Definitions
42.2(476) Applicability and purpose
42.3(476) General notice and specification exhibit requirements and payment of fee
42.4(476) Emergency notice and repairs
42.5(476) Relocation of public utility facilities
42.6(476) Engineering standards for electric and communications lines
42.7(476) Engineering standards for pipelines
42.8(476) Liability
42.9(476) Insurance
42.10(476) Removal of equipment
42.11(476) Assignment
42.12(476) Prohibition against mechanic’s liens
42.13(476) Taxes
42.14(476) Protection of signal systems
42.15(476) Safety regulations
42.16(476) Recording
42.17(17A,476) Complaints and petitions for relief—general information
42.18(17A,476) Filing of complaint or petition
42.19(17A,476) Presiding officer
42.20(17A,476) Answer
42.21(17A,476) Parties and appearances
42.22(17A,476) Procedural order and notice of hearing
42.23(17A,476) Discovery
42.24(17A,476) Hearing procedures
42.25(17A,476) Decision

CHAPTER 43
Reserved
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CHAPTER 44
CERTIFICATES OF FRANCHISE AUTHORITY FOR

CABLE AND VIDEO SERVICE
44.1(17A,476,477A) Authority and purpose
44.2(17A,476,477A) Definitions
44.3(17A,476,477A) Certificate of franchise authority
44.4(17A,476,477A) Notice to municipality and incumbent cable provider
44.5(17A,476,477A) Conversion of municipal franchise by incumbent cable provider
44.6(17A,476,477A) Revocation of certificates, termination of service, reinstatement of previously

terminated municipal franchises
44.7(17A,476,477A) Renewal of certificate of franchise authority
44.8(17A,476,477A) Assessment of board costs

CHAPTER 45
ELECTRIC INTERCONNECTION OF DISTRIBUTED GENERATION FACILITIES

45.1(476) Definitions
45.2(476) Scope
45.3(476) Technical standards
45.4(476) Interconnection requests
45.5(476) General requirements
45.6(476) Lab-certified equipment
45.7(476) Determining the review level
45.8(476) Level 1 expedited review
45.9(476) Level 2 expedited review
45.10(476) Level 3 expedited review
45.11(476) Level 4 review
45.12(476) Disputes
45.13(476) Records and reports
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CHAPTER 11
ELECTRIC LINES

[Previously Ch 2, renumbered 10/20/75 Supp.]
[Prior to 10/8/86, Commerce Commission[250]]

199—11.1(478) General information.
11.1(1) Purpose and authority. The purpose of this chapter is to implement the requirements in Iowa

Code chapter 478 and to establish procedures for electric franchise proceedings before the Iowa utilities
board. This chapter shall apply to any person engaged in the construction, operation, and maintenance
of electric transmission lines in Iowa.

11.1(2) Iowa electrical safety code. Overhead and underground electric line minimum safety
requirements to be applied in installation, operation, and maintenance are found in 199—Chapter 25,
Iowa electrical safety code.

11.1(3) Date of filing. A petition for franchise, and all other filings, shall be considered filed when
accepted for filing by the board pursuant to 199—Chapter 14.

11.1(4) Franchise, when required. An electric franchise shall be required for the construction,
operation, and maintenance of any electric line capable of operating at 69,000 volts (69 kV) or more
outside of cities, except that a franchise is not required for electric lines located entirely within the
boundaries of property owned by a person engaged in the transmission or distribution of electric power
or an end user.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.2(478) Definitions. For the administration and interpretation of this chapter, the following
words and terms, when used in these rules, shall have the meanings indicated below:

“Affected person”means any person with a recorded legal right or interest in the property, including
but not limited to a contract purchaser of record, a tenant occupying the property or possessing the
property under a recorded lease, a record lienholder, and a record encumbrancer of the property. The
term also includes persons in possession of or residing on the property and persons with unrecorded
interests in property that have been identified through a good-faith effort of the electric company.

“Board” means the utilities board within the utilities division of the department of commerce.
“Capable of operating” means the standard voltage rating at which the electric line, wire, or cable

can be operated consistent with the level of the insulators and the conductors used in construction of
the electric line, wire, or cable based on manufacturer’s specifications, industry practice, and applicable
industry standards.

“Electric company” means any person that proposes to construct, erect, maintain, or operate an
electric line, wire, or cable in Iowa.

“Person” means individual, corporation, limited liability company, government or governmental
subdivision or agency, business trust, estate, trust, partnership or association, or any other legal entity as
defined in Iowa Code section 4.1(20).

“Termini” means the electrically functional end points of an electric line, without which it could
not serve a public use. Examples of termini may include, but are not limited to, generating stations,
substations, or switching stations.

“Transmission line” means any electric line, wire, or cable capable of operating at 69 kilovolts or
more.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.3(478) Route selection. The planning for a route that is the subject of a petition for franchise
shall begin with routes that are near and parallel to roads, railroad rights-of-way, or division lines of land,
according to the government survey, consistent with the provisions of Iowa Code section 478.18(2).

11.3(1) Where deviations allowed. Where a route planned near and parallel to roads, railroad
rights-of-way, or division lines of land would contain segments making transmission line construction
not practicable and reasonable, generally for engineering reasons, route deviation(s) may be proposed
and accompanied by a proper evidentiary showing that the initial route or routes examined did not meet

https://www.legis.iowa.gov/docs/ico/chapter/478.pdf
https://www.legis.iowa.gov/docs/iac/chapter/199.25.pdf
https://www.legis.iowa.gov/docs/iac/chapter/199.14.pdf
https://www.legis.iowa.gov/docs/aco/arc/5121C.pdf
https://www.legis.iowa.gov/docs/ico/section/4.1.pdf
https://www.legis.iowa.gov/docs/aco/arc/5121C.pdf
https://www.legis.iowa.gov/docs/ico/section/478.18.pdf
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practicable and reasonable standards pursuant to Iowa Code section 478.18(2). Deviations based on
landowner preference or those that minimize interference with land may be permissible; however, the
electric company must demonstrate that route planning began with a route or routes located near and
parallel to roads, railroad rights-of-way, or division lines of land.

11.3(2) Distance from buildings. No transmission line shall be constructed outside of cities, except
by agreement, within 100 feet of any dwelling, house or other building, except where the transmission
line crosses or passes along a public highway or is located alongside or parallel with the right-of-way
of any railroad company, consistent with the provisions of Iowa Code section 478.20. Construction of a
new building within 100 feet of an existing transmission line shall be construed as “agreement” within
the meaning of Iowa Code section 478.20.

11.3(3) Railroad crossings. Where these rules call for the consent or other showing of right from
a railroad for a railroad crossing, an affidavit filed by an electric company which states that proper
application for approval of the railroad crossing has been made, that a one-time crossing fee has been
paid as provided for in rule 199—42.3(476), and that 35 days have passed sincemailing of the application
and payment with no claim of special circumstance or objection from the railroad will be accepted as a
showing of consent for the crossing.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.4(478) Informational meetings. Not less than 30 days or more than two years prior to filing
a petition or related petitions requesting a franchise for a new transmission line with one or more
miles of the total proposed route across privately owned real estate, the electric company shall hold an
informational meeting in each county in which real property or real property rights will be affected.
An informational meeting is required to be held in each county where property rights will be affected
regardless of the length of the portion of the proposed transmission line in a county. The length of
easements required for conductor and crossarm overhang of private property, even if no supporting
structures are located on that property, shall be included in determining whether an informational
meeting is required pursuant to Iowa Code section 478.2.

11.4(1) Facilities. Electric companies filing a petition for franchise shall be responsible for all
negotiations and compensation for a suitable facility to be used for each informational meeting,
including but not limited to a building or facility which is in substantial compliance with any applicable
requirements of the Americans with Disabilities Act (ADA) Standards for Accessible Design, including
both Title III regulations at 28 CFR Part 36, Subpart D, and the 2004 ADA Accessibility Guidelines
(ADAAG) at 36 CFR Part 1191, Appendices B and D (as amended through September 2, 2020), where
such a building or facility is reasonably available.

11.4(2) Location. The informational meeting location shall be reasonably accessible to all persons
who may be affected by the granting of a franchise in that county or who have an interest in the proposed
transmission line.

11.4(3) Personnel. At the informational meeting, qualified personnel representing the electric
company shall make a presentation that includes the following information:

a. Utility service requirements and planning which have resulted in the proposed construction.
b. When the transmission line will be constructed.
c. In general terms, the physical construction, appearance and typical location of poles and

conductors with respect to property lines.
d. In general terms, the rights which the electric company shall seek to acquire by easements.
e. Procedures to be followed in contacting affected persons with whom the electric company may

seek specific negotiations in acquiring voluntary easements.
f. Methods and factors used in arriving at an offered price for voluntary easements including the

range of cash amount of each component. An example of an offer sheet shall be included as part of the
presentation.

g. The manner in which voluntary easement payments are made, including discussion of
conditional easements, signing fees, and time of payment.

https://www.legis.iowa.gov/docs/ico/section/478.18.pdf
https://www.legis.iowa.gov/docs/ico/section/478.20.pdf
https://www.legis.iowa.gov/docs/ico/section/478.20.pdf
https://www.legis.iowa.gov/docs/iac/rule/199.42.3.pdf
https://www.legis.iowa.gov/docs/aco/arc/5121C.pdf
https://www.legis.iowa.gov/docs/ico/section/478.2.pdf
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h. Other factors or damages which are not included in the easement but for which compensation
is made, including features of interest to affected persons but not limited to computation of amounts and
manner of payment.

i. If the undertaking is a joint effort by more than one electric company, all of the electric
companies involved in the project shall be represented at the informational meeting by qualified
personnel able to speak on the matters required by this subrule.

11.4(4) Board approval. An electric company proposing to schedule an informational meeting shall
file a request with the board to schedule the informational meeting and shall include a proposed date and
time for the informational meeting, an alternate date and time, and a general description of the proposed
project and route. The board shall notify the electric company within ten days from the filing of the
request whether the request is approved or alternate dates and times are required. Not less than 30 days
prior to the informational meeting, the electric company shall file with the board the location of the
informational meeting and a map of the proposed route that includes the notification corridor. Once a
date and time for the informational meeting have been approved and not less than 14 days prior to the
informational meeting, the electric company shall file a copy of the informational meeting presentation
with the board.

11.4(5) Notice of informational meeting. Notice of each informational meeting shall be provided by
certified mail, return receipt requested, to those persons listed on the tax assessment rolls as responsible
for payment of real estate taxes on the property and persons in possession of or residing on the property
within the notification corridor where the proposed transmission line will be located. The notification
corridor includes any property over which the electric company may seek easements. Not less than 30
days prior to the date of the informational meeting, a copy of the notice shall be filed with the board and
the notice shall be deposited in the U.S. mail by the electric company.

a. The notice shall include the following:
(1) The name of the electric company;
(2) The electric company’s principal place of business;
(3) The general description and purpose of the proposed project;
(4) The general nature of the right-of-way desired;
(5) The possibility that the right-of-way may be acquired by condemnation if approved by the

board;
(6) A map showing the route of the proposed project and the notification corridor;
(7) A description of the process used by the board in making a decision on whether to approve a

franchise, including the right to take property by eminent domain;
(8) A statement that affected persons have a right to be present at the informational meeting and to

file objections with the board;
(9) Designation of the time and place of the meeting;
(10) The following statement: Persons with disabilities requiring assistive services or devices to

observe or participate should contact the Utilities Board at (515)725-7300 in advance of the scheduled
date to request accommodations; and

(11) A copy of the statement of damages as described in subrule 11.9(5).
b. The electric company shall cause the meeting notice, including the map, to be published once

in a newspaper of general circulation in each county where the proposed line is to be located. The notice
shall be published at least one week and not more than three weeks prior to the date of the meeting.
Publication shall be considered notice to landowners and persons in possession of or residing on the
property whose addresses are not known.

c. The electric company shall file prior to the informational meeting an affidavit that describes
the good-faith effort the electric company undertook to locate the addresses of persons listed on the
tax assessment rolls as responsible for payment of real estate taxes imposed on the property within the
notification corridor where the proposed transmission line is to be located and those persons in possession
of or residing on the property. The affidavit shall be signed by an officer of the electric company.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

https://www.legis.iowa.gov/docs/iac/rule/199.11.9.pdf
https://www.legis.iowa.gov/docs/aco/arc/5121C.pdf
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199—11.5(478) Petition for a new franchise. A single docket will be assigned to a proposed
transmission line even if the transmission line will be located in more than one county. The electric
company may request one franchise for the entire transmission line or may request separate franchises
in each county where the proposed transmission line is to be located.

11.5(1) Petition and exhibits. A petition for a new franchise shall be filed on forms prescribed by
the board, shall be notarized, and shall have all required exhibits attached. Exhibits in addition to those
required by this rule may be attached when appropriate. The petition shall be attested to by an officer,
official, or attorney with authority to represent the electric company. The following exhibits shall be
filed with the petition:

a. Exhibit A. A legal description of the route. The description shall include the name of the county,
the maximum and nominal voltages, the beginning point and endpoint of the transmission line, and
whether the route is on public, private, or railroad right-of-way. In the case of multicounty projects,
the description shall identify all counties involved in the total project and the termini located in other
counties. When the route is in or adjacent to the right-of-way of a named road or a railroad, the exhibit
shall specifically identify the road or railroad by name.

b. Exhibit B.
(1) A map showing the route of the transmission line drawn with reasonable accuracy considering

the scale. The map may be to any scale appropriate for the level of detail to be shown but may not be
smaller than one inch to the mile and shall be legible when printed on paper no larger than 11 by 17
inches. The following minimum information shall be provided:

1. The route of the transmission line which is the subject of the petition, including beginning point
and endpoint and, when the transmission line is parallel to a road or railroad, which side the line is on.
Line sections with multiple-circuit construction or underbuild shall be designated. The voltage at which
other circuits are operated and ownership of other circuits or underbuild shall be indicated.

2. The name of the county, county and section lines, section numbers, and township and range
numbers.

3. The location and identity of roads, named streams and bodies of water, and any other pertinent
natural or man-made features or landmarks influencing the route.

4. The names and corporate limits of cities.
5. The names and boundaries of any public lands or parks, recreational areas, preserves or wildlife

refuges.
6. All electric lines, including lines owned by the electric company, within six-tenths of a mile

of the route, including the voltage at which the lines are operated, whether the lines are overhead or
buried, and the names and addresses of the owners. Any electric lines to be removed or relocated shall
be designated.

7. The location of railroad rights-of-way, including the names and addresses of the owners.
8. The location of airports or landing strips within one mile of the route, along with the names and

addresses of the owners.
9. The location of pipelines used for the transportation of any solid, liquid, or gaseous substance,

except water, within six-tenths of a mile of the route, along with the names and addresses of the owners.
10. The names and addresses of the owners of telephone, communication, or cable television lines

within six-tenths of a mile of the route. The location of these lines need not be shown.
11. The names and addresses of the owners of rural water districts organized pursuant to Iowa Code

chapter 357A that have facilities within six-tenths of a mile of the route. The location of these facilities
need not be shown.

(2) A map of the entire route to be franchised if the route is located in more than one county or
there is more than one map for a county.

c. Exhibit C. Technical information and engineering specifications describing typical materials,
equipment and assembly methods as specified on forms provided by the board.

d. Exhibit D. The exhibit shall consist of a written text containing the following:
(1) An affidavit with an allegation and supporting information that the transmission line is

necessary to serve a public use and represents a reasonable relationship to an overall plan of transmitting

https://www.legis.iowa.gov/docs/ico/chapter/357A.pdf
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electricity in the public interest. Additional substantiated allegations as may be required by Iowa Code
section 478.3(2) shall also be included.

(2) If the route or any portion thereof is not near and parallel to roads or railroad rights-of-way, or
along division lines of the lands, according to government surveys, an explanation of why such parallel
routing is not practicable or reasonable.

(3) A statement regarding the availability of routes on an existing electric line right-of-way and an
explanation of why this route was not selected.

(4) Any other information or explanation in support of the petition.
(5) If a new franchise must be sought for an existing transmission line, historical information

regarding the prior franchise.
(6) A copy of the route study, if any, which was performed in determining the location of the

proposed transmission line.
(7) The status of any other authorizations the electric company is required to obtain to construct

the proposed transmission line.
e. Exhibit E. This exhibit is required only if the petition requests the right of eminent domain.

This exhibit shall be in its final form prior to issuance of the official notice by the board and approval of
the eminent domain notice required by Iowa Code section 478.6(2). The exhibit shall consist of a map
of the route showing the location of each property for which the right of eminent domain is sought, and
for each property:

(1) The legal description of the property.
(2) The legal description of the desired easement.
(3) A specific description of the easement rights being sought.
(4) The names and addresses of all affected persons.
(5) Amap drawn to an appropriate scale showing the boundaries of the property, the boundaries and

dimensions of the proposed easement, the location of all electric lines and supports within the proposed
easement, the location of and distance to any building within 100 feet of the proposed transmission line,
and any other features pertinent to the location of the transmission line, the supporting structures, or to
the rights being sought.

(6) An affidavit affirming and describing the good-faith effort undertaken and the review of land
records performed to identify all affected persons for all parcels over which the electric company is
seeking eminent domain. The affidavit shall be signed by an attorney representing the electric company.

f. Exhibit F. The showing of notice to all persons identified in subparagraphs 11.5(1)“b”(6)
through 11.5(1)“b”(11) and to the Iowa department of transportation. One copy of each letter of
notification or one copy of the letter accompanied by a written statement listing all persons that were
sent the notice, the date of mailing, and a copy of the map sent with the letters shall accompany the
petition when it is filed with the board.

g. Exhibit G. The affidavit required by Iowa Code section 478.3(2)“c” on the holding of
an informational meeting. Copies of the mailed notice letter and the published notice(s) of each
informational meeting shall be attached to the affidavit. This exhibit is required only if an informational
meeting was conducted.

h. Exhibit H. This exhibit is required only if the petition requests separate pole lines. This exhibit
shall contain a request describing in detail the good cause for the board to authorize the construction of
separate pole lines.

i. Other exhibits. The board may require filing of additional exhibits if further information on a
particular project is deemed necessary.

11.5(2) Notice of franchise petition.
a. Whenever a petition for a new franchise is filed with the board, the board shall prepare a notice

addressed to the citizens of each county through which the transmission line or lines extend. The electric
company shall cause this notice to be published in a newspaper of general circulation in each county
for two consecutive weeks. Proof of publication shall be filed with the board. This published notice
shall constitute sufficient notice to all persons of the proceeding, except owners of record and persons

https://www.legis.iowa.gov/docs/ico/section/478.3.pdf
https://www.legis.iowa.gov/docs/ico/section/478.6.pdf
https://www.legis.iowa.gov/docs/iac/rule/199.11.5.pdf
https://www.legis.iowa.gov/docs/iac/rule/199.11.5.pdf
https://www.legis.iowa.gov/docs/ico/section/478.3.pdf
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in possession of land to be crossed for which voluntary easements have not been obtained at the time of
the first publication of the notice.

b. The electric company shall, in addition to publishing notice, serve notice in writing of the
filing of the petition on the affected persons over which easements have not been obtained. The served
notices shall be by ordinary mail, addressed to the last-known address, mailed not later than the first day
of publication of the official notice. One copy of each letter of notification, or one copy of the letter
accompanied by a written statement listing all persons to which it was mailed and the date of mailing,
shall be filed with the board not later than five days after the date of second publication of the official
notice. The electric company shall file a statement describing the action taken to ensure that the company
has identified the names and addresses of all affected persons over which voluntary easements have not
been obtained.

c. Published notices of petitions for franchise shall include provisions whereby interested persons
can examine a map of the route. When the petition is filed, the electric company shall state whether a map
is to be published with the notice or whether the notice is to include a telephone number and an address
through which persons may request a map from the electric company at no cost. The map required by
this paragraph need not be as detailed as the Exhibit B map but shall include at minimum the proposed
route, section lines, section and township numbers, roads and railroads, city boundaries, and rivers and
named bodies of water. A copy of this map shall be filed with the petition.

11.5(3) Notice to other persons. The electric company shall give written notice, by ordinary mail,
mailed at the time the petition is filed with the board and accompanied by a map showing the route of
the proposed electric transmission line, to the persons identified in subparagraphs 11.5(1)“b”(6) through
11.5(1)“b”(11) and to the Iowa department of transportation. One copy of each letter of notification or
one copy of the letter accompanied by a written statement listing all persons that were sent the notice,
the date of mailing, and a copy of the map sent with the letters shall accompany the petition when it is
filed with the board.

11.5(4) Eminent domain notice. If an electric company is requesting the right of eminent domain
over property as part of a petition for a new franchise, notice shall be provided pursuant to subrule
11.10(1).
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.6(478) Petition for an amendment to a franchise. A petition for an amendment of a
franchise shall include the same exhibits and information required for a new franchise as described
in rule 199—11.5(478). Prior to the filing of any petition for an amendment to a franchise where an
electric company must obtain new or additional interests in real property for a total of one route mile or
more, informational meetings shall be held which meet the requirements of 199—11.4(478).

11.6(1) When a petition for amendment is required. A petition for amendment of a franchise shall
be filed with the board for approval when the electric company is:

a. Increasing the operating voltage of any electric line, the level to which it is capable of operating,
or to a voltage greater than that specified in the existing franchise.

b. Constructing an additional circuit which is capable of operating at a nominal voltage of 69 kV
or more on a previously franchised line, where an additional circuit at such voltage is not authorized by
the existing franchise.

c. Relocating a franchised line to a route different from that authorized by an existing franchise
which requires that new or additional interests in property be obtained, or that new or additional
authorization be obtained from highway or railroad authorities, for a total distance of one route mile
or more, or for any relocations where the right of eminent domain is sought. An amendment is not
required for relocations made pursuant to Iowa Code section 318.9(2).

11.6(2) When a new transmission line is proposed in a county where the electric company has
a countywide franchise for all of the electric company’s transmission lines in a county, the new
transmission line will be included in the countywide franchise as an amendment to the countywide
franchise.

https://www.legis.iowa.gov/docs/iac/rule/199.11.5.pdf
https://www.legis.iowa.gov/docs/iac/rule/199.11.5.pdf
https://www.legis.iowa.gov/docs/iac/rule/199.11.10.pdf
https://www.legis.iowa.gov/docs/iac/rule/199.11.10.pdf
https://www.legis.iowa.gov/docs/aco/arc/5121C.pdf
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11.6(3) When an existing franchise in a county is proposed to be combined with another existing
franchise in a county, a petition for an amendment of the franchise with the latest expiration date shall
be filed to combine the transmission lines into one of the existing franchises.

11.6(4) An amendment to a franchise shall not be required for a voltage increase, additional circuit,
or electric line relocation where such activity takes place entirely within the boundaries of property
owned by an electric company or an end user.

11.6(5) Notice of a petition for franchise amendment. Notice of a petition for an amendment to a
franchise shall be the same notice that is required for a petition for a new franchise as described in rule
199—11.5(478).

11.6(6) Eminent domain notice. If an electric company is requesting the right of eminent domain
over property as part of a petition for amendment of a franchise, notice shall be provided pursuant to
subrule 11.10(1).
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.7(478) Petition for the abbreviated franchise process.
11.7(1) Eligibility for abbreviated franchise process. Petitions for an electric franchise or an

amendment to a franchise may be filed pursuant to the abbreviated franchise process set forth in Iowa
Code section 478.1(5) if the following requirements are met:

a. The project consists of the conversion, upgrading, or reconstruction of an existing electric line
operating at 34.5 kV to a line capable of operating at 69 kV.

b. The project will be on substantially the same right-of-way as an existing 34.5 kV line. For
purposes of this subrule, “substantially the same right-of-way” means that the new or additional
interests in private property right-of-way will be required for less than one mile of the proposed
project length. Easements required for conductor and crossarm overhang of private property or for
anchor easements shall not be considered when determining the length of additional interests in private
property right-of-way.

c. The project will have substantially the same effect on the underlying properties as the existing
34.5 kV line.

d. The completed transmission line will comply with the Iowa electrical safety code found in
199—Chapter 25.

e. The electric company does not request the power of eminent domain.
f. The electric company agrees to pay all costs and expenses of the franchise proceeding.
11.7(2) Petition using abbreviated process. A petition for a new franchise or an amendment to a

franchise filed pursuant to the abbreviated franchise process set forth in Iowa Code section 478.1(5)
shall be made on forms prescribed by the board, shall be notarized, and shall have all required exhibits
attached. Exhibits in addition to those required by this subrule may be attached when appropriate. The
exhibits required to be attached are as follows:

a. Exhibit A. A legal description of the route. The description shall include the name of the county,
the maximum and nominal voltages, the beginning point and endpoint of the transmission line, and
whether the route is on public, private, or railroad right-of-way. When the route is in or adjacent to the
right-of-way of a named road or a railroad, the exhibit shall specifically identify the road or railroad by
name. The description shall identify any termini located in other counties.

b. Exhibit B. A map showing the route of the transmission line drawn with reasonable accuracy
considering the scale. The map may be to any scale appropriate for the level of detail to be shown but
may not be smaller than one inch to the mile and must be legible when printed on paper no larger than
11 by 17 inches. The following minimum information shall be provided:

(1) The route of the transmission line which is the subject of the petition, including the beginning
point and endpoint and, when the transmission line is parallel to a road or railroad, the side on which
the line is located. Line sections with multiple-circuit construction or underbuild shall be designated.
The voltage at which other circuits are operated and ownership of other circuits or underbuild shall be
indicated.

https://www.legis.iowa.gov/docs/iac/rule/199.11.5.pdf
https://www.legis.iowa.gov/docs/iac/rule/199.11.10.pdf
https://www.legis.iowa.gov/docs/aco/arc/5121C.pdf
https://www.legis.iowa.gov/docs/ico/section/478.1.pdf
https://www.legis.iowa.gov/docs/iac/chapter/199.25.pdf
https://www.legis.iowa.gov/docs/ico/section/478.1.pdf
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(2) The name of the county, county and section lines, section numbers, and township and range
numbers.

(3) The location and identity of roads, railroads, named streams and bodies of water, and any other
pertinent natural or man-made features or landmarks influencing the route.

(4) The names and corporate limits of cities.
(5) If any deviation from the existing route is proposed, the original and proposed routes shall be

shown and identified.
c. Exhibit C. Technical information and engineering specifications describing typical materials,

equipment, and assembly methods as specified on forms provided by the board.
d. Exhibit D. The exhibit shall consist of written text containing the following:
(1) A listing of any existing franchises that would be terminated or amended in whole or in part

by this petition, including the docket number, franchise number, date of issue, county of location, and to
whom the franchise is granted.

(2) An allegation, with supporting testimony, that the project is eligible for the abbreviated
franchise process.

(3) An allegation, with supporting testimony, that the project is necessary to serve a public use and
represents a reasonable relationship to an overall plan of transmitting electricity in the public interest.

(4) An explanation for any deviations from the existing transmission line route.
(5) A statement regarding the availability of routes on an existing electric line right-of-way and an

explanation of why this route was not selected.
e. Exhibit E. A statement that the right of eminent domain is not being requested.
f. Exhibit F. The exhibit shall consist of a showing of notice to other electric, pipeline, telephone,

communication, cable television, rural water district, and railroad companies that have facilities which
are crossed by or in shared right-of-way with the proposed transmission line.

g. Exhibit G. The exhibit shall consist of the form of notice to bemailed in accordancewith subrule
11.7(3) to owners of and persons in possession of or residing on property where construction shall occur.

h. Exhibit H. This exhibit is required if the petition requests separate pole lines. This exhibit
shall contain a request describing in detail the good cause for the board to authorize the construction of
separate pole lines.

11.7(3) Notice of franchise or amendment to franchise under abbreviated franchise process.
a. One month prior to commencement of construction, an electric company shall provide written

notice concerning the anticipated construction to the last-known address of the owners of record of the
property where construction will occur and to persons in possession of or residing on such property.
Notices may be served by ordinary mail, addressed to the last-known address of the owners of record
of the property and to persons residing on such property. The electric company shall make a good-faith
effort to identify and notify all owners of record and persons residing on the property.

b. The notice shall include the following information:
(1) A description of the purpose of the project and the nature of the work to be performed.
(2) A copy of the Exhibit B map.
(3) The estimated dates the construction or reconstruction will commence and end.
(4) The name, address, telephone number, and email address of a representative of the electric

company who can respond to inquiries concerning the anticipated construction.
c. For the purposes of this rule, “construction” means physical entry onto private property by

personnel or equipment for the purpose of rebuilding or reconstructing the transmission line.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.8(478) Petition for extension of franchise.
11.8(1) Petition and exhibits. A petition for an extension of a franchise shall be made on forms

prescribed by the board; shall be attested to by an officer, official, or attorney with authority to represent
the electric company; and shall have all required exhibits attached. Exhibits in addition to those required
by this rule may be attached when appropriate. For a transmission line that extends into more than

https://www.legis.iowa.gov/docs/iac/rule/199.11.7.pdf
https://www.legis.iowa.gov/docs/iac/rule/199.11.7.pdf
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one county, the electric company may file a petition to combine the separate county franchises into one
franchise for the entire transmission line.

a. Exhibit A. A legal description of the route. The description shall include the name of the county,
the maximum and nominal voltages, the beginning point and endpoint of the transmission line, and
whether the route is on public, private, or railroad right-of-way. When the route is in or adjacent to the
right-of-way of a named road or a railroad, the exhibit shall specifically identify the road or railroad by
name. The description shall identify any termini located in other counties.

b. Exhibit B. A map showing the route of the transmission line drawn with reasonable accuracy
considering the scale. The map may be to any scale appropriate for the level of detail to be shown but
may not be smaller than one inch to the mile and must be legible when printed on paper no larger than
11 by 17 inches. The following minimum information shall be provided:

(1) The route of the transmission line which is the subject of the petition, including beginning point
and endpoint and, when the transmission line is parallel to a road or railroad, which side the line is on.
Line sections with multiple-circuit construction or underbuild shall be designated. The voltage at which
other circuits are operated and ownership of other circuits or underbuild shall be indicated.

(2) The name of the county, county and section lines, section numbers, and township and range
numbers.

(3) The location and identity of roads, railroads, named streams and bodies of water, and any other
pertinent natural or man-made features or landmarks influencing the route.

(4) The names and corporate limits of cities.
c. Exhibit C. Technical information and engineering specifications describing typical materials,

equipment and assembly methods as specified on forms provided by the board.
d. Exhibit D. The exhibit shall consist of a written text containing the following:
(1) A listing of all existing franchises for which extension in whole or in part is sought, including

the docket number, franchise number, date of issue, county of location, and to whom granted.
(2) A listing of all amendments to the franchises listed in subparagraph 11.8(1)“d”(1), including

the docket number, amendment number, date of issue, and purpose of the amendment.
(3) A description of any substantial rebuilds, reconstructions, alterations, relocations, or changes

in operation not included in a prior franchise or amendment proceeding.
(4) A description of any changes in ownership or operating and maintenance responsibility.
(5) An allegation, with supporting testimony, that the transmission line remains necessary to serve

a public use and represents a reasonable relationship to an overall plan of transmitting electricity in the
public interest.

(6) Any other information or explanation in support of the petition.
11.8(2) Date for filing petition for extension. A petition for an extension of a franchise shall be filed

at least one year prior to expiration of the franchise. This requirement is not applicable to extensions
of franchises that expire within one year of September 2, 2020. Extensions of existing countywide
franchises are permitted; however, petitions to extend the franchises of separate transmission lines within
a county by combining those transmission lines into a countywide franchise are not permitted using the
franchise extension process.

11.8(3) When petition for extension unnecessary. An extension of franchise is unnecessary for an
electric line which is capable of operating at 69 kV or more when the electric line has been permanently
retired from operation and the board has been notified of the retirement. The notice to the board shall
include the franchise number and issue date, the docket number, and, if the entire franchised line is not
retired, a map showing the location of the portion retired.

11.8(4) Petition for extension of countywide franchise. A petition for an extension of a countywide
franchise shall include all of the franchised lines owned by the electric company and within one county
and a statement of whether the published notice will contain a legal description of the route or will include
a telephone number and an address through which persons may request a map from the electric company
at no cost. The map shall comply with the requirements in subrule 11.8(6). A copy of this map shall be
filed with the petition.

https://www.legis.iowa.gov/docs/iac/rule/199.11.8.pdf
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11.8(5) Notice of petition for extension. Whenever a petition for an extension of a franchise is filed
with the board, the board shall prepare a notice addressed to the citizens of each county through which
the transmission line or lines extend. The electric company shall cause this notice to be published for
two consecutive weeks in a newspaper of general circulation in each county where the proposed line is
to be located. Proof of publication shall be filed with the board. This published notice shall constitute
sufficient notice to all affected persons where the existing line is located.

11.8(6) Maps in published notice. Published notices of petitions for franchise shall include
provisions whereby interested persons can examine a map of the route. When the petition is filed, the
electric company shall state whether a map is to be published with the notice or whether the notice is to
include a telephone number and an address through which persons may request a map from the electric
company at no cost. The map required by this subrule need not be as detailed as the Exhibit B map but
shall include at minimum the proposed route, section lines, section and township numbers, roads and
railroads, city boundaries, and rivers and named bodies of water. A copy of this map shall be filed with
the petition.

11.8(7) Notice to other persons. The electric company shall give written notice, by ordinary mail,
mailed at the time the petition is filed with the board, accompanied by a map showing the route of
the proposed transmission line, to the persons identified in subparagraphs 11.5(1)“b”(6) through
11.5(1)“b”(11) and to the Iowa department of transportation. One copy of each letter of notification or
one copy of the letter accompanied by a written statement listing all persons that were sent the notice,
the date of mailing, and a copy of the map sent with the letters shall accompany the petition when it
is filed with the board.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.9(478) Additional requirements.
11.9(1) Forms. An electric company shall use the appropriate form or forms available on the board’s

website when filing a petition, an amendment to an existing franchise, or an extension of an existing
franchise. All filings shall be filed electronically in compliance with the board’s electronic filing system
requirements in 199—Chapter 14 and shall be considered filed when accepted for filing into the board’s
electronic filing system pursuant to 199—Chapter 14.

11.9(2) Temporary construction permits. An electric companymay request a temporary construction
permit, as allowed by Iowa Code section 478.31, on the board’s petition for franchise forms.

11.9(3) Segmental ownership.
a. Petitions covering transmission line routes having segments of the total transmission line with

different owners shall establish that the entire transmission line is necessary to serve a public use and
represents a reasonable relationship to an overall plan of transmitting electricity in the public interest.

b. Petitions covering transmission line routes having segments of the total transmission line with
different owners shall include documentation showing that the different owners have agreed to the
construction being proposed in the petition.

11.9(4) Compliance with Iowa electrical safety code. If review of Exhibit C, or inspection of an
existing electric line which is the subject of a franchise petition, finds noncompliance with 199—Chapter
25, the Iowa electrical safety code, no final action shall be taken by the board on the petition without
a satisfactory showing by the electric company that the areas of noncompliance have been or will be
corrected. Any disputed safety code compliance issues will be resolved by the board.

11.9(5) Statement of damage claims.
a. A petition proposing transmission line construction shall not be acted upon by the board if the

electric company does not file with the board a written statement as to how damages resulting from the
construction of the transmission line shall be determined and paid.

b. The statement shall contain the following information: the type of damages which will be
compensated for, how the amount of damages will be determined, the procedures by which disputes
may be resolved, the manner of payment, and the procedures that the affected persons are required to
follow to obtain a determination of damages.

https://www.legis.iowa.gov/docs/iac/rule/199.11.5.pdf
https://www.legis.iowa.gov/docs/iac/rule/199.11.5.pdf
https://www.legis.iowa.gov/docs/aco/arc/5121C.pdf
https://www.legis.iowa.gov/docs/iac/chapter/199.14.pdf
https://www.legis.iowa.gov/docs/iac/chapter/199.14.pdf
https://www.legis.iowa.gov/docs/ico/section/478.31.pdf
https://www.legis.iowa.gov/docs/iac/chapter/199.25.pdf
https://www.legis.iowa.gov/docs/iac/chapter/199.25.pdf


IAC 7/29/20 Utilities[199] Ch 11, p.11

c. The statement shall be amended as necessary to reflect changes in the law, company policy, or
the needs of a specific project.

d. A copy of this statement shall be mailed with the notice of informational meeting as provided
for in Iowa Code section 478.2(3). Where no informational meeting is required, a copy shall be provided
to each affected person prior to entering into negotiations for payment of damages.

e. Nothing in this rule shall prevent a person from negotiating with the electric company for terms
which are different from, more specific than, or in addition to those in the statement filed with the board.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.10(478) Notices.
11.10(1) Notice of eminent domain proceedings. If a petition for a franchise or amendment of

franchise seeks the right of eminent domain, the electric company shall, in addition to publishing a
notice of hearing, serve the written notice required by Iowa Code section 478.6(2) on the landowners
and any affected person for all parcels over which eminent domain is sought. The eminent domain
notice shall be filed with the board for approval. Service shall be by certified U.S. mail, return receipt
requested, and addressed to the person’s last-known address. This notice shall be mailed no later than
the first day of publication of the official notice of hearing concerning the petition.

a. The notice of eminent domain proceedings shall include the following:
(1) A copy of the Exhibit E filed with the board for the affected property.
(2) The proposed route of the electric transmission line.
(3) The eminent domain rights being sought over the property.
(4) The date, time and location of the hearing and a description of the hearing procedures. The

description of the hearing procedures shall include the website address for the board’s electronic filing
system and contact information of the board’s customer service section.

(5) The statement of individual rights required pursuant to Iowa Code section 6B.2A(1).
b. Not less than five days prior to the date of hearing, the electric company shall file with the board

the return receipt for the certified notice.
11.10(2) Notice of franchised line construction.
a. Within 90 days after completion of a transmission line construction or reconstruction project

authorized by a franchise or amendment to franchise, the holder of the franchise shall notify the board
in writing of the completion. The notice shall include the franchise and docket numbers and the date the
franchise was issued.

b. If the project is not completed within two years after the date of issuance of the franchise or
amendment to franchise, the electric company shall file a progress report regarding construction of the
transmission line.

c. If construction of the transmission line authorized by a franchise has not commenced within two
years of the date the franchise is granted, or within two years after final disposition of judicial review
of a franchise order or of condemnation proceedings, the franchise shall be forfeited unless the electric
company petitions the board for an extension of time to commence construction. The board may grant
the extension if good cause is shown for the failure to commence construction.

11.10(3) Notice of transfer or assignment of franchise. The holder of a franchise shall notify the
board inwriting, when transferring any franchise or portion of a franchise, stating the applicable franchise
number and docket number which are affected and a description of the route of the transmission line when
less than the total franchised line is affected, together with the name of the transferee and date of transfer,
not more than 30 days after the effective date of the transfer.

11.10(4) Notice of relocations not requiring an amendment to franchise. Whenever a transmission
line under franchise is relocated in a manner that does not require an amendment to franchise, the holder
of the franchise shall notify the board in writing of the relocation, stating the franchise and docket
numbers and date of franchise issuance for the affected transmission line, and providing revised Exhibits
A and B that reflect the changes in the route, not more than 30 days after the commencement of the
relocation.

https://www.legis.iowa.gov/docs/ico/section/478.2.pdf
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11.10(5) Notice of transmission line reconstruction not requiring an amendment to
franchise. Whenever a transmission line is reconstructed with different materials or specifications than
those that appear on the most recent Exhibit C and an amendment to franchise is not required, the
holder of the franchise shall notify the board in writing of the reconstruction, stating the franchise
and docket numbers and date of franchise issuance for the affected transmission line, and providing
a revised Exhibit C that reflects the changes in the manner of construction, not more than 30 days
after the commencement of the reconstruction.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.11(478) Common and joint use.
11.11(1) Common use construction. Whenever an overhead electric line capable of operating at 69

kV or more is built or rebuilt on public road rights-of-way located outside of cities, all parallel overhead
electric supply circuits on the same road right-of-way shall be attached to the same or common line of
structures unless the board authorizes, for good cause shown, the construction of separate pole lines.

11.11(2) Relocating lines. When a transmission line is to be constructed in a location occupied by
an electric line or a communication line, the expense of relocating the existing line shall be borne by
the electric company proposing the new transmission line. The electric company proposing the new
transmission line shall not be required to pay any part of the used life of the existing line, but shall pay
only the nonbetterment expense of relocating the existing line.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.12(478) Termination of franchise petition proceedings.
11.12(1) Termination of docket. Upon notice to the board by an electric company that a franchise

petition or petition for amendment of a franchise is withdrawn, the docket shall be closed by board order.
11.12(2) Failure to respond. If an electric company fails to respond to written notification by the

board, to correct an incomplete or deficient franchise petition, or to publish the official notice after the
form of notice is provided by the board, the board may dismiss the petition as abandoned. If dismissal
would cause an existing transmission line to be without a franchise, the board may also pursue imposition
of civil penalties.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

199—11.13(478) Fees and expenses. The electric company shall pay the actual cost incurred by the
board attributable to the processing, investigation, and inspection related to a petition requesting an
electric franchise, an amendment to an electric franchise, or an extension of an electric franchise.
[ARC 5121C, IAB 7/29/20, effective 9/2/20]

These rules are intended to implement Iowa Code chapter 478.
[Filed prior to 7/4/51, amended 9/24/65, 12/14/65]

[Filed 10/8/75—published 10/20/75]
[Filed 8/6/76, Notice 4/5/76—published 8/23/76, effective 9/27/76]

[Filed 4/10/79, Notice 5/3/78, 8/23/78—published 5/2/79, effective 6/6/79]
[Filed 8/29/80, Notice 6/25/80—published 9/17/80, effective 10/22/80]
[Filed 2/12/82, Notice 10/28/81—published 3/3/82, effective 4/7/82]
[Filed emergency 6/28/82—published 7/21/82, effective 6/28/82]

[Filed 10/5/84, Notice 7/18/84—published 10/24/84, effective 11/28/84]
[Filed emergency 9/18/86—published 10/8/86, effective 9/18/86]

[Filed 10/16/87, Notice 8/26/87—published 11/4/87, effective 12/9/87]
[Filed 7/1/93, Notice 12/9/92—published 7/21/93, effective 8/25/93]
[Filed 7/1/93, Notice 3/17/93—published 7/21/93, effective 8/25/93]
[Filed 4/21/95, Notice 10/26/94—published 5/10/95, effective 6/14/95]
[Filed 3/20/98, Notice 10/22/97—published 4/8/98, effective 5/13/98]
[Filed 10/13/99, Notice 5/19/99—published 11/3/99, effective 12/8/99]
[Filed 4/12/02, Notice 3/6/02—published 5/1/02, effective 6/5/02]

[Filed 6/21/02, Notice 5/15/02—published 7/10/02, effective 8/14/02]
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[Filed 4/24/03, Notice 12/11/02—published 5/14/03, effective 6/18/03]
[Filed 9/24/04, Notice 8/18/04—published 10/13/04, effective 11/17/04]
[Filed 4/18/08, Notice 3/12/08—published 5/7/08, effective 6/11/08]

[Editorial change: IAC Supplement 9/10/08]
[Filed 10/31/08, Notice 4/9/08—published 11/19/08, effective 12/24/08]

[Filed ARC 8435B (Notice ARC 7859B, IAB 6/17/09; Amended Notice ARC 8012B, IAB 7/29/09),
IAB 12/30/09, effective 2/3/10]

[Editorial change: IAC Supplement 12/29/10]
[Filed ARC 5121C (Notice ARC 4776C, IAB 11/20/19), IAB 7/29/20, effective 9/2/20]
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INSPECTIONS DIVISION

CHAPTER 30
FOOD AND CONSUMER SAFETY

481—30.1(10A,137C,137D,137F) Food and consumer safety bureau. The food and consumer
safety bureau inspects food establishments and food processing plants including food storage facilities
(warehouses), home bakeries, food and beverage vending machines, and hotels and motels. The food
and consumer safety bureau is also responsible for social and charitable gambling and amusement
devices. Separate chapters have been established for the administration of social and charitable
gambling (481—Chapters 100 to 103, 106, and 107) and amusement devices (481—Chapters 104 and
105).

This rule is intended to implement Iowa Code sections 10A.104 and 22.11 and Iowa Code chapters
137C, 137D and 137F.
[ARC 1190C, IAB 11/27/13, effective 1/1/14; ARC 3187C, IAB 7/5/17, effective 8/9/17; ARC 3768C, IAB 4/25/18, effective 5/30/18]

481—30.2(10A,137C,137D,137F) Definitions. If both the 2013 Food and Drug Administration Food
Code with Supplement and rule 481—30.2(10A,137C,137D,137F) define a term, the definition in rule
481—30.2(10A,137C,137D,137F) shall apply.

“Baked goods” means breads, cakes, doughnuts, pastries, buns, rolls, cookies, biscuits and pies
(except meat pies).

“Bed and breakfast home” means a private residence which provides lodging and meals for guests,
in which the host or hostess resides, and in which no more than four guest families are lodged at the same
time. The facility may advertise as a bed and breakfast home but not as a hotel, motel or restaurant. The
facility is exempt from licensing and inspection as a hotel or as a food establishment. A bed and breakfast
home may serve food only to overnight guests, unless a food establishment license is secured.

“Bed and breakfast inn” means a hotel which has nine or fewer guest rooms.
“Catering”means the preparation of food for distribution to an individual, business or organization

for exclusive service to the individual’s, business’s or organization’s nonpaying guests, employees or
members.

“Commissary” means a food establishment used for preparing, fabricating, packaging and storage
of food or food products for distribution and sale through the food establishment’s own outlets.

“Contractor” means a municipal corporation, county or other political subdivision that contracts
with the department to license and inspect under Iowa Code chapter 137C, 137D or 137F. A list of
contractors is maintained on the department’s website.

“Criminal offense”means a public offense, as defined in Iowa Code section 701.2, that is prohibited
by statute and is punishable by fine or imprisonment.

“Critical violation” means a foodborne illness risk factor and public health intervention and the
violations defined as such by the Food Code adopted in rule 481—31.1(137F) and pursuant to Iowa
Code section 137F.2.

“Department” means the department of inspections and appeals.
“Event”means a significant occurrence or happening sponsored by a civic, business, governmental,

community, or veterans organization and may include an athletic contest. For example, an event does
not include a single store’s grand opening or sale.

“Farmers market”means a marketplace which operates seasonally, principally as a common market
for Iowa-produced farm products on a retail basis for consumption elsewhere.

“Farmers market time/temperature control for safety food license” means a license for a temporary
food establishment that sells time/temperature control for safety foods at farmers markets. A separate
annual farmers market time/temperature control for safety food license is required for each county in
which the licensee sells time/temperature control for safety foods at farmers markets. The license is
only applicable at farmers markets and is not required in order to sell wholesome, fresh shell eggs to
consumer customers.
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https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
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“Food establishment” means an operation that stores, prepares, packages, serves, vends or
otherwise provides food for human consumption and includes a food service operation in a salvage or
distressed food operation, nutrition program operated pursuant to Title III-C of the Older Americans Act,
school, summer camp, residential service substance abuse treatment facility, halfway house substance
abuse treatment facility, correctional facility operated by the department of corrections, or the state
training school. Assisted living programs and adult day services are included in the definition of food
establishment to the extent required by 481—subrules 69.28(6) and 70.28(6). “Food establishment”
does not include the following:

1. A food processing plant.
2. An establishment that offers only prepackaged foods that are not time/temperature control for

safety foods.
3. A produce stand or facility which sells only whole, uncut fresh fruits and vegetables.
4. Premises which are a home bakery pursuant to Iowa Code chapter 137D.
5. Premises which operate as a farmers market if time/temperature control for safety foods are not

sold or distributed from the premises.
6. Premises of a residence in which food that is not a time/temperature control for safety food is

sold for consumption off the premises to a consumer customer, if the food is labeled to identify the name
and address of the person preparing the food and the common name of the food. This exception does not
apply to resale goods. This exception applies only to sales made from the residence in person and does
not include mail order or Internet sales.

7. A kitchen in a private home where food is prepared or stored for family consumption or in a
bed and breakfast home.

8. A private home or private party where a personal chef or hired cook is providing food
preparation services to a client and the client’s nonpaying guests.

9. A private home that receives catered or home-delivered food.
10. Child day care facilities and other food establishments located in hospitals or health care

facilities that serve only patients and staff and are subject to inspection by other state agencies or
divisions of the department.

11. Supply vehicles or vending machine locations.
12. Establishments that are exclusively engaged in the processing of meat and poultry and are

licensed pursuant to Iowa Code section 189A.3.
13. The following premises, provided they are exclusively engaged in the sale of alcoholic

beverages in a prepackaged form:
● Premises covered by a current Class “A” beer permit, including a Class “A” native beer permit

as provided in Iowa Code chapter 123;
● Premises covered by a current Class “A” wine permit, including a Class “A” native wine permit

as provided in Iowa Code chapter 123; and
● Premises of a manufacturer of distilled spirits under Iowa Code chapter 123.
14. Premises or operations that are exclusively engaged in the processing of milk andmilk products,

are regulated by Iowa Code section 192.107, and have a milk or milk products permit issued by the
department of agriculture and land stewardship.

15. Premises or operations that are exclusively engaged in the production of shell eggs, are
regulated by Iowa Code section 196.3, and have an egg handler’s license.

16. The premises of a residence in which honey is stored; prepared; packaged, including by
placement in a container; or labeled or from which honey is distributed.

17. Premises regularly used by a nonprofit organization which engages in the serving of food on
the premises as long as the nonprofit organization does not exceed the following restrictions:

● The nonprofit organization serves food no more than one day per calendar week and not on two
or more consecutive days;

● Twice per year, the nonprofit organization may serve food to the public for up to three
consecutive days; and

https://www.legis.iowa.gov/docs/iac/rule/481.69.28.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.70.28.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/section/189A.3.pdf
https://www.legis.iowa.gov/docs/ico/chapter/123.pdf
https://www.legis.iowa.gov/docs/ico/chapter/123.pdf
https://www.legis.iowa.gov/docs/ico/chapter/123.pdf
https://www.legis.iowa.gov/docs/ico/section/192.107.pdf
https://www.legis.iowa.gov/docs/ico/section/196.3.pdf
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● The nonprofit organization may use the premises of another nonprofit organization not more
than twice per year for one day to serve food.

“Food processing plant”means a commercial operation thatmanufactures, packages, labels or stores
food for human consumption and does not provide food directly to a consumer. “Food processing plant”
does not include any of the following:

1. The following premises, provided they are exclusively engaged in the sale of alcoholic
beverages in a prepackaged form:

● Premises covered by a current Class “A” beer permit, including a Class “A” native beer permit
as provided in Iowa Code chapter 123;

● Premises covered by a current Class “A” wine permit, including a Class “A” native wine permit
as provided in Iowa Code chapter 123; and

● Premises of a manufacturer of distilled spirits under Iowa Code chapter 123.
2. The premises of a residence in which honey is stored; prepared; packaged, including by

placement in a container; or labeled or from which honey is distributed.
3. Premises or operations that are exclusively engaged in the processing of meat and poultry and

are licensed pursuant to Iowa Code section 189A.3.
4. Premises or operations that are exclusively engaged in the processing of milk or milk products,

are regulated by Iowa Code section 192.107, and have a milk or milk products permit issued by the
department of agriculture and land stewardship.

5. Premises or operations that are exclusively engaged in the production of shell eggs, are
regulated by Iowa Code section 196.3, and have an egg handler’s license.

“Food service establishment” means a food establishment where food is prepared or served for
individual portion service intended for consumption on the premises or is subject to Iowa sales tax as
provided in Iowa Code section 423.3.

“Home bakery” means a business on the premises of a residence that is operating as a home-based
bakery where baked goods are prepared for consumption elsewhere. Annual gross sales of these products
cannot exceed $35,000. “Home bakery” does not include:

1. A food establishment;
2. A food processing plant;
3. A residence where food is prepared to be used or sold by churches, fraternal societies, or

charitable, civic or nonprofit organizations;
4. A residence that prepares or distributes honey;
5. A residence that distributes shell eggs;
6. A residence that prepares foods that are not time/temperature control for safety foods for sale

at a farmers market; or
7. A residence that prepares baked goods that are not time/temperature control for safety foods

sold directly from the residence. This exception does not apply to resale goods. This exception applies
only to sales made from the residence in person and does not include mail order or Internet sales.

“Hotel” means any building equipped, used or advertised to the public as a place where sleeping
accommodations are rented to temporary or transient guests.

“License holder” means an individual, corporation, partnership, governmental unit, association or
any other entity to whom a license was issued under Iowa Code chapter 137C, 137D or 137F.

“Mobile food unit” means a food establishment that is self-contained, with the exception of grills
and smokers, and readily movable, which either operates up to three consecutive days at one location or
returns to a home base of operation at the end of each day.

“Patrol dog” means a dog that is accompanying a law enforcement officer or security officer.
“Personal chef” or “hired cook” means a person who provides food preparation services in a private

home or at a private party for a client and the client’s nonpaying guests. “Personal chef” or “hired cook”
does not include a person who provides the ingredients intended to be used in food preparation.

“Pet dog” means a dog that does not meet the definition of a “patrol dog” or a “service animal” as
defined in the Code of Federal Regulations, Title 28, Part 36.

https://www.legis.iowa.gov/docs/ico/chapter/2017/123.pdf
https://www.legis.iowa.gov/docs/ico/chapter/2017/123.pdf
https://www.legis.iowa.gov/docs/ico/chapter/2017/123.pdf
https://www.legis.iowa.gov/docs/ico/section/2017/189A.3.pdf
https://www.legis.iowa.gov/docs/ico/section/2017/192.107.pdf
https://www.legis.iowa.gov/docs/ico/section/2017/196.3.pdf
https://www.legis.iowa.gov/docs/ico/section/423.3.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
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“Pushcart” means a non-self-propelled vehicle food establishment limited to serving foods that
are not time/temperature control for safety foods or commissary-wrapped foods maintained at proper
temperatures or precooked foods that require limited assembly, such as frankfurters.

“Retail food establishment” means a food establishment that sells to consumer customers food or
food products intended for preparation or consumption off the premises.

“Revoke” means to void or annul by recalling or withdrawing a license issued under Iowa Code
chapter 137C, 137D or 137F. The entire application process, including the payment of applicable license
fees, must be repeated to regain a valid license following a revocation.

“Suspend” means to render a license issued under Iowa Code chapter 137C, 137D, or 137F invalid
for a period of time, with the intent of resuming the validity of a license at the end of that period.

“Temporary food establishment” means a food establishment that operates for a period of no more
than 14 consecutive days in conjunction with a single event.

“Time/temperature control for safety food”means a food that requires time and temperature controls
for safety to limit pathogenic microorganism growth or toxin formation.

“Transient guest” means an overnight lodging guest who does not intend to stay for any permanent
length of time. Any guest who rents a room for more than 31 consecutive days is not classified as a
transient guest.

“Unattended food establishment” means an operation that provides packaged foods or whole fruit
using an automated payment system and has controlled entry not accessible by the general public.
“Controlled entry,” for the purposes of the definition of “unattended food establishment,” means
selective restriction or limitation of access to a place or location.

“Vending machine” means a self-service device which, upon insertion of a coin, paper currency,
token, card or key, or by optional manual operation, dispenses unit servings of food in bulk or in packages
without the necessity of replenishing the device between each vending operation. Vending machines that
dispense only prepackaged foods that are not time/temperature control for safety foods, panned candies,
gumballs or nuts are exempt from licensing but may be inspected by the department upon receipt of a
written complaint. “Panned candies” are those with a fine, hard coating on the outside and a soft candy
filling on the inside. Panned candies are easily dispensed by a gumball-type machine.

“Vending machine location” means the room, enclosure, space, or area where one or more vending
machines are installed and operated, including the storage areas on the premises that are used to service
and maintain the vending machine.

“Wild-harvested mushroom” means a fresh mushroom that has been picked in the wild and has
not been processed (e.g., dried or frozen). “Wild-harvested mushroom” does not include cultivated
mushrooms or mushrooms that have been packaged in an approved food processing plant.

This rule is intended to implement Iowa Code sections 10A.104, 137C.8, and 137D.2 and chapter
137F.
[ARC 1190C, IAB 11/27/13, effective 1/1/14; ARC 3187C, IAB 7/5/17, effective 8/9/17; ARC 4139C, IAB 11/21/18, effective 1/1/19;
ARC 4731C, IAB 10/23/19, effective 11/27/19; ARC 5119C, IAB 7/29/20, effective 9/2/20]

481—30.3(137C,137D,137F) Licensing and postings. A license to operate any food establishment
or food processing plant defined in rule 481—30.2(10A,137C,137D,137F) must be granted by the
department of inspections and appeals. Application for a license is made on a form furnished by the
department which contains the names of the business, owner, and manager; locations of buildings;
and other data relative to the license requested. Applications are available from the Department
of Inspections and Appeals, Food and Consumer Safety Bureau, Lucas State Office Building, Des
Moines, Iowa 50319-0083, or from contractors. An application for licensure shall be submitted 30
days in advance of the opening of the food establishment or food processing plant. Temporary food
establishment license applications shall be submitted a minimum of 3 business days prior to opening.

30.3(1) Transferability. A license is not transferable to a new owner or location. Any change in
business ownership or business location requires a new license. Vendingmachines, mobile food units and
pushcarts may be moved without obtaining a new license. A farmers market time/temperature control for
safety food license may be used in the same county at different individual locations without obtaining

https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
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a new license. However, if the different individual locations are operated simultaneously, a separate
license is required for each location. Nutrition sites for the elderly licensed under Iowa Code chapter
137F may change locations in the same city without obtaining a new license.

30.3(2) Refunds. License fees are refundable only if the license is surrendered to the department
prior to the effective date of the license and only as follows:

a. License fees of $67.50 or less are an application processing fee and are not refundable.
b. If an on-site visit has not occurred, license fees of more than $67.50 will be refunded less the

$67.50.
c. If an on-site visit has occurred, the entire license fee is nonrefundable.
30.3(3) License expiration. A license is renewable and expires after one year, with the exception of

a temporary food establishment license issued in conjunction with a single event at a specific location,
which is valid for a period not to exceed 14 consecutive days.

30.3(4) Posting of inspection reports, licenses, and registration tags. A valid license and the most
recent inspection report, along with any current complaint or reinspection reports, shall be posted no
higher than eye level where the public can see them. The report shall not be posted in such a manner
that the public cannot reasonably read the report. For example, the posting of a report behind a service
area where the report can be seen but not easily read is not allowed. Vending machines shall bear a tag
to affirm the license. For the purpose of this subrule, only founded complaint reports shall be considered
complaints. Founded complaints shall be posted until either the mail-in recheck form has been submitted
to the regulatory authority or a recheck inspection has been conducted to verify that the violations have
been corrected.

30.3(5) Documentation of gross sales. The regulatory authority shall require from a license holder
documentation of the annual gross sales of food and drink sold by a licensed food establishment or
a licensed food processing plant unless the establishment is paying the highest license fee required
by rule 481—30.4(137C,137D,137F). The documentation submitted by the license holder will be kept
confidential and will be used to verify that the license holder is paying the appropriate license fee based
on annual gross sales of food and drink. For food processing plants that are food storage facilities and
food establishments whose sales are included in a single rate with lodging or other services, the value of
the food handled should be used. Documentation shall include at least one of the following:

a. A copy of the firm’s business tax return;
b. Quarterly sales tax data;
c. A letter from an independent tax preparer;
d. Other appropriate records.
30.3(6) License eligibility for renewal limited to 60 days after expiration. A delinquent license shall

only be renewed if application for renewal is made within 60 days of expiration of the license. If a
delinquent license is not renewed within 60 days, an establishment must apply for a new license and
meet all the requirements for licensure. Establishments that have not renewed the license within 60 days
of the expiration of the license shall be closed by the department or a contractor. The establishment shall
not be reopened until a new license application has been submitted and approved.

This rule is intended to implement Iowa Code sections 10A.104, 137C.8, and 137D.2 and chapter
137F.
[ARC 1190C, IAB 11/27/13, effective 1/1/14; ARC 4139C, IAB 11/21/18, effective 1/1/19]

481—30.4(137C,137D,137F) License fees. The license fee is the same for an initial license and a
renewal license. License applications are available from the Department of Inspections and Appeals,
Food and Consumer Safety Bureau, Lucas State Office Building, DesMoines, Iowa 50319-0083, or from
a contractor. License fees are set by the Iowa Code sections listed below and are charged as follows:

30.4(1) Retail food establishments. License fees for retail food establishments are based on annual
gross sales of food or food products to consumer customers and intended for preparation or consumption
off the premises (Iowa Code section 137F.6 as amended by 2018 Iowa Acts, Senate File 2390) as follows:

a. For annual gross sales of less than $250,000—$150.
b. For annual gross sales of $250,000 to $750,000—$300.

https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.30.4.pdf
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https://www.legis.iowa.gov/docs/ico/section/137C.8.pdf
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https://www.legis.iowa.gov/docs/aco/arc/4139C.pdf
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c. For annual gross sales of more than $750,000—$400.
30.4(2) Food service establishments. License fees for food service establishments are based on

annual gross sales of food and drink for individual portion service intended for consumption on the
premises (Iowa Code section 137F.6 as amended by 2018 Iowa Acts, Senate File 2390) or subject to
Iowa sales tax as provided in Iowa Code section 423.3 as follows:

a. For annual gross sales of less than $100,000—$150.
b. For annual gross sales of $100,000 to $500,000—$300.
c. For annual gross sales of more than $500,000—$400.
30.4(3) Vending machines. License fees for food and beverage vending machines are $50 for the

first machine and $10 for each additional machine (Iowa Code section 137F.6 as amended by 2018 Iowa
Acts, Senate File 2390).

30.4(4) Home bakery. The license fee for a home bakery is $50 (Iowa Code section 137D.2(1) as
amended by 2018 Iowa Acts, Senate File 2390).

30.4(5) Hotels. License fees for hotels are based on the number of rooms provided to transient guests
(Iowa Code section 137C.9) as follows:

a. For 1 to 30 guest rooms—$50.
b. For 31 to 100 guest rooms—$100.
c. For 101 or more guest rooms—$150.
30.4(6) Mobile food units or pushcarts. The license fee for a mobile food unit or a pushcart is $250

(Iowa Code section 137F.6 as amended by 2018 Iowa Acts, Senate File 2390).
30.4(7) Temporary food establishments.
a. The fee for a temporary food establishment license issued for up to 14 consecutive days in

conjunction with a single event is $50 (Iowa Code section 137F.6 as amended by 2018 Iowa Acts, Senate
File 2390).

b. The annual fee for a temporary food establishment license issued for multiple nonconcurrent
events on a countywide basis during a calendar year is $200 (Iowa Code section 137F.6 as amended by
2018 Iowa Acts, Senate File 2390). Temporary food establishments that operate simultaneously at more
than one location within a county are required to have a separate license for each location.

30.4(8) Food processing plants including food storage facilities (warehouses). For food processing
plants, the annual license fee is based on the annual gross sales of food and food products handled at that
plant or food storage facility (warehouse) (Iowa Code section 137F.6 as amended by 2018 Iowa Acts,
Senate File 2390) as follows:

a. For annual gross sales of less than $200,000—$150.
b. For annual gross sales of $200,000 to $2 million—$300.
c. For annual gross sales of more than $2 million—$500.
30.4(9) Farmers market. A person selling time/temperature control for safety food at a farmers

market must pay an annual license fee of $150 for each county of operation. Persons who operate
simultaneously at more than one location within a county are required to have a separate license for
each location.

30.4(10) Certificate of free sale or sanitation. The fee for a certificate of free sale or sanitation is
$35 for the first certificate and $10 for each additional identical certificate requested at the same time.

30.4(11) Unattended food establishment. The annual license fee for an unattended food
establishment is based on the annual gross food and beverage sales (Iowa Code section 137F.6 as
amended by 2018 Iowa Acts, Senate File 2390) as follows:

a. Annual gross sales of less than $100,000—$75.
b. Annual gross sales of $100,000 or more—$150.
30.4(12) Events. The license fee for an event is $50, which shall be submitted with a license

application to the appropriate regulatory authority at least 60 days in advance of the event. An “event”
for purposes of this subrule does not include a function with ten or fewer temporary food establishments,
a fair as defined in Iowa Code section 174.1, or a farmers market.
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30.4(13) Voluntary inspection fee. The department shall charge a voluntary inspection fee of $100
when a premises that is not a food establishment requests a voluntary inspection.

This rule is intended to implement Iowa Code sections 137C.9, 137D.2(1), and 137F.6 and 2018
Iowa Acts, Senate File 2390.
[ARC 1190C, IAB 11/27/13, effective 1/1/14; ARC 3187C, IAB 7/5/17, effective 8/9/17; ARC 4139C, IAB 11/21/18, effective 1/1/19]

481—30.5(137F) Penalty and delinquent fees.
30.5(1) Late penalty. Food establishment licenses and food processing plant licenses that are

renewed by the licensee after the license expiration date shall be subject to a penalty of 10 percent of the
license fee per month. A license shall be renewed only if the license holder has provided documentation
pursuant to subrule 30.3(5).

30.5(2) Penalty for opening or operating without a license. A person who opens or operates a food
establishment or food processing plant without a license is subject to a penalty of up to twice the amount
of the annual license fee.

30.5(3) Civil penalty for violations. A person who violates Iowa Code chapter 137F or these
rules shall be subject to a civil penalty of $100 for each violation. Prior to assessment of the
penalty, the license holder shall have an opportunity for a hearing using the process outlined in rule
481—30.11(10A,137C,137D,137F).

This rule is intended to implement Iowa Code sections 137F.4, 137F.9 and 137F.17.
[ARC 1190C, IAB 11/27/13, effective 1/1/14]

481—30.6(137C,137D,137F) Returned checks. If a check intended to pay for any license provided for
under Iowa Code chapter 137C, 137D, or 137F is not honored for payment by the bank on which it is
drafted, the department will attempt to redeem the check. The department will notify the applicant of
the need to provide sufficient payment. An additional fee of $25 shall be assessed for each dishonored
check. If the department does not receive cash to replace the check, the establishment will be operating
without a valid license. Furthermore, any late penalties assessed pursuant to rule 481—30.5(137F) will
accrue and must be paid.

This rule is intended to implement Iowa Code sections 137C.9, 137D.2(1), and 137F.6.
[ARC 1190C, IAB 11/27/13, effective 1/1/14]

481—30.7(137F) Double licenses.
30.7(1) Any establishment that holds a food service establishment license and has gross sales over

$20,000 annually in packaged food items intended for consumption off the premises shall also be required
to obtain a retail food establishment license. The license holder shall keep a record of these food sales
and make it available to the department upon request.

30.7(2) Licensed retail food establishments serving only coffee, soft drinks, popcorn, prepackaged
sandwiches or other food items manufactured and packaged by a licensed establishment need only obtain
a retail food establishment license.

30.7(3) A food establishment that holds both a food service establishment license and a retail food
establishment license shall pay a license fee based on the annual gross sales for the dominant form of
business plus $150.

EXAMPLE: A food establishment holds a food service establishment license and a retail food
establishment license. It has annual gross sales of more than $750,000 for its retail food establishment
and $120,000 for its food service establishment. The food establishment pays a license fee of $400 for
its retail food establishment license (paragraph 30.4(1)“c”) and $150 for its food service establishment
license (rule 481—30.7(137F)).

30.7(4) The dominant form of business shall determine the type of license for establishments which
engage in operations covered under both the definition of a food establishment and of a food processing
plant. The dominant form of business shall be deemed to be the business with higher annual gross sales.
Food establishments that also process low-acid food in hermetically sealed containers or process acidified
foods are required to have a food processing plant license in addition to the food establishment license.

https://www.legis.iowa.gov/docs/ico/section/137C.9.pdf
https://www.legis.iowa.gov/docs/ico/section/137D.2.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.6.pdf
https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3187C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4139C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.30.11.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.4.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.9.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.17.pdf
https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.30.5.pdf
https://www.legis.iowa.gov/docs/ico/section/137C.9.pdf
https://www.legis.iowa.gov/docs/ico/section/137D.2.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.6.pdf
https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.30.4.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.30.7.pdf
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Regardless of the type of license, food processing plants shall be inspected pursuant to food processing
inspection standards and food establishments shall be inspected pursuant to the Food Code.

This rule is intended to implement Iowa Code sections 10A.104 and 137F.6.
[ARC 1190C, IAB 11/27/13, effective 1/1/14; ARC 4139C, IAB 11/21/18, effective 1/1/19; ARC 4731C, IAB 10/23/19, effective
11/27/19]

481—30.8(137C,137D,137F) Inspection frequency.
30.8(1) Food establishments. Food establishments shall be inspected based upon risk assessment

and shall have routine inspections at least once every 36 months.
30.8(2) Food processing plants. Food processing plants that process foods shall be inspected based

upon risk assessment and shall have routine inspections at least once every 60 months. If the United
States Food and Drug Administration completes an inspection in a facility, the inspection shall count as
a state inspection for frequency purposes.

30.8(3) Food processing plants that store foods. Food processing plants that store foods shall be
inspected based upon risk assessment and shall be inspected at least once every 84 months. If the United
States Food and Drug Administration completes an inspection in a facility, the inspection shall count as
a state inspection for frequency purposes.

30.8(4) Hotels. Hotels shall be inspected at least once biennially.
30.8(5) Home bakeries and vending machines. Home bakeries and vending machines shall have

a pre-opening inspection and then shall not have a specific inspection frequency. An inspection may
be triggered, for example, by complaints, potential foodborne illness, or information about potential
violations of law or rules.

30.8(6) Farmers market time/temperature control for safety food. Farmers market time/temperature
control for safety food licensees shall be inspected at least once annually.

30.8(7) Temporary food establishments. Temporary food establishments issued an annual license
pursuant to paragraph 30.4(7)“b” shall be inspected at least once annually.

This rule is intended to implement Iowa Code sections 137C.11, 137D.2, and 137F.10.
[ARC 1190C, IAB 11/27/13, effective 1/1/14; ARC 3187C, IAB 7/5/17, effective 8/9/17; ARC 4139C, IAB 11/21/18, effective 1/1/19]

481—30.9(22) Examination of records.
30.9(1) Public information. Generally, information collected by the food and consumer safety

bureau and contractors is considered public information. Records are stored in computer files and are
not matched with any other data system. Information is available for public review and will be provided
when requested from the office of the director. Inspection reports are available for public viewing at
www.food.dia.iowa.gov.

30.9(2) Confidential records. The following are examples of confidential records:
a. Trade secrets and proprietary information including items such as formulations, processes,

policies and procedures, and customer lists;
b. Health information related to foodborne illness complaints and outbreaks;
c. The name or any identifying information of a person who files a complaint with the department;

and
d. Other state or federal agencies’ records.
For records of other federal or state agencies, the department shall refer the requester of such

information to the appropriate agency.
This rule is intended to implement Iowa Code chapters 137C, 137D, 137F and 22.

[ARC 1190C, IAB 11/27/13, effective 1/1/14; ARC 4731C, IAB 10/23/19, effective 11/27/19]

481—30.10(17A,137C,137D,137F) Denial, suspension, or revocation of a license to operate. Notice
of denial, suspension or revocation of a license will be provided by the department and shall be effective
30 days after mailing or personal service of the notice.

30.10(1) Immediate suspension of license. To the extent not inconsistent with Iowa Code chapters
17A, 137C, 137D, and 137F and rules adopted pursuant to those chapters, chapter 8 of the Food
Code shall be adopted for food establishments and home bakeries. The department or contractor may

https://www.legis.iowa.gov/docs/ico/section/10A.104.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.6.pdf
https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4139C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4731C.pdf
https://www.legis.iowa.gov/docs/ico/section/137C.11.pdf
https://www.legis.iowa.gov/docs/ico/section/137D.2.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.10.pdf
https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3187C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4139C.pdf
http://www.food.dia.iowa.gov
https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
https://www.legis.iowa.gov/docs/ico/chapter/22.pdf
https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4731C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/17A.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
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immediately suspend a license in cases of an imminent health hazard. The procedures of Iowa Code
section 17A.18A and Food Code chapter 8 shall be followed in cases of an imminent health hazard.
The appeal process in rule 481—30.11(10A,137C,137D,137F) is available following an immediate
suspension. The department may immediately suspend the license of a food processing plant or hotel
if an imminent health hazard finding is made and the procedures of Iowa Code section 17A.18A are
followed.

30.10(2) Criminal offense—conviction of license holder.
a. The department may revoke the license of a license holder who:
(1) Conducts an activity constituting a criminal offense in the licensed food establishment; and
(2) Is convicted of a felony as a result.
b. The department may suspend or revoke the license of a license holder who:
(1) Conducts an activity constituting a criminal offense in the licensed food establishment; and
(2) Is convicted of a serious misdemeanor or aggravated misdemeanor as a result.
c. A certified copy of the final order or judgment of conviction or plea of guilty shall be conclusive

evidence of the conviction of the license holder.
d. The department’s decision to revoke or suspend a license may be contested by the adversely

affected party pursuant to the provisions of rule 481—30.11(10A,137C,137D,137F).
This rule is intended to implement Iowa Code chapters 17A, 137C, 137D and 137F.

[ARC 1190C, IAB 11/27/13, effective 1/1/14; ARC 3187C, IAB 7/5/17, effective 8/9/17]

481—30.11(10A,137C,137D,137F) Formal hearing. All decisions of the food and consumer safety
bureau may be contested by an adversely affected party. A request for a hearing must be made in
writing to the Department of Inspections and Appeals, Lucas State Office Building, Des Moines, Iowa
50319, within 30 days of the mailing or service of a decision. Appeals and hearings are controlled by
481—Chapter 9, “Contested Cases.”

For contractors, license holders shall have the opportunity for a hearing before the local board of
health. If the hearing is conducted before the local board of health, the license holder may appeal to the
department and shall follow the process for review in rule 481—9.3(10A,17A).

This rule is intended to implement Iowa Code section 10A.104 and Iowa Code chapters 137C, 137D,
and 137F.
[ARC 1190C, IAB 11/27/13, effective 1/1/14; ARC 3523C, IAB 12/20/17, effective 1/24/18]

481—30.12(137F) Primary servicing laboratory. The primary servicing laboratory for the food and
consumer safety bureau is the State Hygienic Laboratory at the University of Iowa created under Iowa
Code section 263.7. If the laboratory is unable to perform laboratory services, the laboratory will assist in
finding another laboratory with a preference toward laboratories that are in the FERN (Food Emergency
Response Network) and have achieved ISO 17025 accreditation.

This rule is intended to implement Iowa Code sections 10A.104 and 22.11 and Iowa Code chapters
137C, 137D, and 137F.
[ARC 1190C, IAB 11/27/13, effective 1/1/14]

[Filed 8/6/87, Notice 7/1/87—published 8/26/87, effective 9/30/87]
[Filed 1/8/88, Notice 11/18/87—published 1/27/88, effective 3/2/88]
[Filed 3/3/88, Notice 1/27/88—published 3/23/88, effective 4/27/88]

[Filed emergency 6/9/88—published 6/29/88, effective 7/1/88]
[Filed 8/5/88, Notice 6/29/88—published 8/24/88, effective 9/28/88]
[Filed 2/3/89, Notice 12/14/88—published 2/22/89, effective 3/29/89]
[Filed 2/17/89, Notice 1/11/89—published 3/8/89, effective 4/12/89]
[Filed 4/28/89, Notice 3/22/89—published 5/17/89, effective 6/21/89]
[Filed 7/20/89, Notice 5/31/89—published 8/9/89, effective 9/13/89]

[Filed 10/27/89, Notice 8/23/89—published 11/15/89, effective 12/20/89]
[Filed 5/25/90, Notice 4/4/90—published 6/13/90, effective 7/18/90]
[Filed 12/20/90, Notice 10/31/90—published 1/9/91, effective 2/13/91]
[Filed 4/12/91, Notice 3/6/91—published 5/1/91, effective 6/5/91]

https://www.legis.iowa.gov/docs/ico/section/17A.18A.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.30.11.pdf
https://www.legis.iowa.gov/docs/ico/section/17A.18A.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.30.11.pdf
https://www.legis.iowa.gov/docs/ico/chapter/17A.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3187C.pdf
https://www.legis.iowa.gov/docs/iac/chapter/481.9.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.9.3.pdf
https://www.legis.iowa.gov/docs/ico/section/10A.104.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3523C.pdf
https://www.legis.iowa.gov/docs/ico/section/263.7.pdf
https://www.legis.iowa.gov/docs/ico/section/10A.104.pdf
https://www.legis.iowa.gov/docs/ico/section/22.11.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137D.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
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[Filed 9/23/91, Notice 8/7/91—published 10/16/91, effective 11/20/91]
[Filed 9/10/92, Notice 7/22/92—published 9/30/92, effective 11/4/92]

[Filed 9/22/93, Notices 4/14/93, 7/21/93—published 10/13/93, effective 11/17/93]
[Filed 11/3/94, Notice 9/14/94—published 11/23/94, effective 12/28/94]
[Filed 9/7/95, Notice 7/5/95—published 9/27/95, effective 11/1/95]

[Filed 10/16/97, Notice 8/27/97—published 11/5/97, effective 12/10/97]
[Filed 1/21/99, Notice 12/16/98—published 2/10/99, effective 3/17/99]
[Filed 9/1/99, Notice 7/28/99—published 9/22/99, effective 10/27/99]
[Filed 7/5/00, Notice 5/31/00—published 7/26/00, effective 8/30/00]
[Filed emergency 7/10/01—published 8/8/01, effective 7/10/01]

[Filed 9/26/01, Notice 8/8/01—published 10/17/01, effective 11/21/01]
[Filed emergency 6/7/02—published 6/26/02, effective 6/7/02]

[Filed 3/21/08, Notice 12/5/07—published 4/9/08, effective 7/1/08]
[Editorial correction to 30.4(11) published 6/4/08, effective 7/1/08]

[Filed ARC 1190C (Notice ARC 1026C, IAB 9/18/13), IAB 11/27/13, effective 1/1/14]
[Filed ARC 3187C (Notice ARC 3052C, IAB 5/10/17), IAB 7/5/17, effective 8/9/17]

[Filed ARC 3523C (Notice ARC 3407C, IAB 10/25/17), IAB 12/20/17, effective 1/24/18]
[Filed ARC 3768C (Notice ARC 3650C, IAB 2/28/18), IAB 4/25/18, effective 5/30/18]
[Filed ARC 4139C (Notice ARC 4026C, IAB 9/26/18), IAB 11/21/18, effective 1/1/19]
[Filed ARC 4731C (Notice ARC 4589C, IAB 8/14/19), IAB 10/23/19, effective 11/27/19]
[Filed ARC 5119C (Notice ARC 4923C, IAB 2/12/20), IAB 7/29/20, effective 9/2/20]

https://www.legis.iowa.gov/docs/aco/arc/1190C.pdf
https://www.legis.iowa.gov/docs/aco/arc/1026C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3187C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3052C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3523C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3407C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3768C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3650C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4139C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4026C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4731C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4589C.pdf
https://www.legis.iowa.gov/docs/aco/arc/5119C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4923C.pdf
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CHAPTER 31
FOOD ESTABLISHMENT AND FOOD
PROCESSING PLANT INSPECTIONS

[Prior to 8/26/87, see Inspections and Appeals Department[481]—Chs 21 and 22]

481—31.1(137F) Inspection standards for food establishments.2 The department adopts, with the
following exceptions, the 2013 Food Code with Supplement of the Food and Drug Administration as the
state’s “food code,” which is the inspection standard for food establishments other than food processing
plants.

31.1(1) Unattended food establishments—assignment of responsibility. For the purposes of section
2-101.11 of the 2013 Food Code with Supplement, unattended food establishments are not required to
have a designated person in charge present during all hours of operation provided that the permit holder
ensures the following requirements are met.

a. Unattended food establishment location. The unattended food establishment shall be located
in the interior of a building that is not accessible by the general public. Access to the unattended food
establishment shall be limited to a defined population (e.g., employees or occupants of the building where
the establishment is located).

b. Nature and source of food and beverages offered for sale.
(1) Only commercially packaged foods properly labeled for individual retail sale, pursuant to Food

Code section 3-201.11(C), shall be offered.
(2) No unpackaged food is permitted except as provided by section 3-302.11(B)(1) of the Food

Code.
(3) Food preparation by consumers is limited to heating/reheating food in a microwave oven.
(4) No dispensing of bulk food is permitted.
c. Refrigerated display equipment. An unattended food establishment shall be equipped with

refrigeration or freezer units that have the following features:
(1) Self-closing doors that allow food to be viewed without opening the door to the refrigerated

cooler or freezer; and
(2) An automatic self-locking mechanism that prevents the consumer from accessing the food upon

the occurrence of any condition that results in the failure of the refrigeration unit to maintain the internal
product temperature specified under section 3-501.16(A)(2) or of the freezer unit to maintain the product
as frozen.

d. Food service equipment limitations.
(1) Beverages are dispensed by individual serving only. Beverage dispensers connected to the

building water supply must be properly equipped with backflow prevention pursuant to section 5-203.14
of the Food Code.

(2) Food-contact surfaces.
1. Multiuse food-contact surfaces shall be cleaned on a frequency consistent with the service

pursuant to section 4-202.11 of the Food Code or can be and are easily removed and replaced with
cleaned surfaces.

2. No multiuse food-contact surfaces intended for use with time/temperature control for safety
foods are permitted.

e. Security.
(1) An unattended food establishment shall provide continuous video surveillance of areas where

consumers view, select, handle and purchase products. The continuous video surveillance shall provide
sufficient resolution to identify situations that may compromise food safety or food defense.

1. Video surveillance recordings shall be maintained and, upon request by a representative of a
regulatory agency, made available for inspection within 24 hours of the request.

2. Video surveillance recordings shall be held by the establishment for a minimum of 14 days after
the date of the surveillance.

(2) The permit holder shall take reasonable steps necessary to discourage individuals from returning
food, beverages, or both that have not been selected for purchase.
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f. Routine maintenance at an unattended food establishment.
(1) The permit holder shall service the unattended food establishment at least weekly. Service may

include, but is not limited to, the following:
1. Checking food supplies and equipment for signs of product damage, tampering, or both.
2. Verifying that refrigeration equipment is operating properly, including the temperature display

and self-locking mechanism.
3. Rotating foods to better ensure first in/first out of food items.
4. Cleaning food service equipment and food display areas.
5. Stocking food and disposable single-use and single-service supplies.
6. Checking inventory for recalled foods.
(2) The permit holder shall ensure that:
1. Food is from an approved source.
2. Packaged food is provided in tamper-evident packaging.
3. Food is protected from potential sources of cross contamination.
4. Food is maintained at safe temperatures during transport and display.
g. Unattended food establishment oversight. Each unattended food establishment shall have a sign

readily visible at the automated payment station stating:
(1) The name and mailing address of the business entity responsible for the establishment and to

whom complaints and comments should be addressed.
(2) The telephone number, email address or Web information for the responsible business entity,

when applicable.
h. Designation of responsibilities. The permit holder bears all responsibilities for the operation

of the food establishment. When the permit holder is not the owner or operator of the building where
the food establishment is located, a mutual agreement that outlines the responsibilities for cleaning and
maintenance of all surfaces and equipment and for provision of supportive facilities/services, such as
janitorial services and restroom facilities, pest control and removal of solid waste, may be approved by
the regulatory agency. This agreement should also outline actions that must be taken by both parties to
maintain the establishment in compliance with all requirements including responding to imminent health
hazards.

i. Inspections—on-site person in charge. When requested by the regulatory authority for the
purposes of conducting an inspection, the permit holder shall provide an on-site person in charge within
a reasonable time frame not to exceed four hours.

31.1(2) Certified food protection manager required—exceptions and time frames for employment.
a. For purposes of section 2-102.12 of the 2013 Food Code with Supplement, the following food

establishments are not required to employ an individual who is a certified food protection manager:
(1) Food establishments that sell only prepackaged food.
(2) Temporary or farmers market food establishments.
(3) Food establishments at which food is not prepared, where customers may purchase beverages,

and where the service of food is limited to the service of ice, beverages, prepackaged snack foods,
popcorn, or peanuts and to the reheating of commercially prepared foods for immediate service that do
not require assembly, such as frozen pizza or prepackaged sandwiches.

(4) Food establishments at which food is not prepared, where customers may purchase only
commercially prepared non-time/temperature control for safety foods that are dispensed either
unpackaged or packaged and that are intended for off-premises consumption.

b. For all other establishments, the following time frames apply for employment of an individual
who is a certified food protection manager:

(1) For newly licensed establishments, the requirement of section 2-102.12 must be met within six
months of licensure.
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(2) If the individual meeting the requirement of section 2-102.12 leaves employment with an
establishment required to meet section 2-102.12, the establishment shall meet the requirement of section
2-102.12 within six months.

31.1(3) Honey prepared in a residence. Section 3-201.11 is amended to allow honey which is stored;
prepared, including by placement in a container; or labeled at or distributed from the premises of a
residence to be sold in a food establishment.

31.1(4) Morel mushrooms and oyster mushrooms (Pleurotus citrinopileatus, Pleurotus ostreatus,
Pleurotus populinus, or Pleurotus pulmonarious). Section 3-201.16, paragraph (A), is amended by
adding the following:

“A food establishment or farmers market time/temperature control for safety food licensee
may serve or sell morel mushrooms or oyster mushrooms (a variety classified as Pleurotus
citrinopileatus, Pleurotus ostreatus, Pleurotus populinus, or Pleurotus pulmonarious) if procured from
an individual who has completed a wild-harvested mushroom identification expert course. Every morel
mushroom or oyster mushroom shall be identified and found to be safe by a certified wild-harvested
mushroom identification expert whose competence has been verified and approved by the department
through the expert’s successful completion of a wild-harvested mushroom identification expert course
provided by either an accredited college or university or a mycological society. The course may
address identification of morel mushrooms, oyster mushrooms, or both. The certified wild-harvested
mushroom identification expert shall personally inspect each mushroom and determine it to be a morel
mushroom or an oyster mushroom. A wild-harvested mushroom identification expert course shall
be at least two hours in length and include a visual identification exercise for each wild-harvested
mushroom species that the individual will be certified to identify at the completion of the course. The
individual’s certification of successful completion of the course must clearly indicate whether the
certified wild-harvested mushroom identification expert is certified to identify morel mushrooms, oyster
mushrooms, or both.

“To maintain status as a wild-harvested mushroom identification expert, the individual shall have
successfully completed a wild-harvested mushroom identification expert course described above
within the past three years. A person who wishes to offer a wild-harvested mushroom identification
expert course must submit the course curriculum to the department for review and approval. Food
establishments or farmers market time/temperature control for safety food licensees offering morel
mushrooms or oyster mushrooms shall maintain the following information for a period of 90 days from
the date the morel mushrooms or oyster mushrooms were obtained:

“1. The name, address, and telephone number of the wild-harvestedmushroom identification expert;
“2. A copy of the wild-harvested mushroom identification expert’s certificate of successful

completion of the course, containing the date of completion; and
“3. The quantity of morel mushrooms or oyster mushrooms purchased and the date(s) purchased.
“Furthermore, a consumer advisory shall inform consumers by brochures, deli case or menu

advisories, label statements, table tents, placards, or other effective written means that wild-harvested
mushrooms should be thoroughly cooked and may cause allergic reactions or other effects.”

31.1(5) Field-dressed wild game prohibition. Subparagraph 3-201.17(A)(4) is amended to state that
field-dressed wild game shall not be permitted in food establishments unless:

a. The food establishment is also licensed and inspected by the Iowa department of agriculture
and land stewardship, meat and poultry inspection bureau, pursuant to Iowa Code section 189A.3;

b. All field-dressed wild game is adequately separated from food, equipment, utensils, clean
linens, and single-service and single-use articles; and

c. Any equipment used in the processing of field-dressed wild game is adequately cleaned and
sanitized before use with other foods.

31.1(6) Reduced oxygen packaging in meat and poultry processing plants. Meat and poultry
processing plants that are licensed and inspected by the Iowa department of agriculture and land
stewardship (IDALS) meat and poultry inspection bureau pursuant to Iowa Code section 189A.3 and
that are also licensed as a food establishment are exempt from section 3-502.11, paragraphs (A), (B),
(D) and (F), and section 3-502.12 if all of the following criteria are met:

https://www.legis.iowa.gov/docs/iac/chapter/481.3.pdf
https://www.legis.iowa.gov/docs/ico/section/189A.3.pdf
https://www.legis.iowa.gov/docs/ico/section/189A.3.pdf
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a. Each food product formulation has been approved by the Iowa department of agriculture and
land stewardship, meat and poultry inspection bureau;

b. A copy of the approved formulation (T40/45) is maintained on file at the establishment and
made available to the regulatory authority upon request;

c. Cooked products that do not include a curing agent or an antimicrobial agent that will control
Clostridium botulinum and Listeria monocytogenes that are in a reduced oxygen package are stored and
sold frozen and are labeled “Keep Frozen”; and

d. The food products are properly labeled.
31.1(7) Reduced oxygen packaging. Section 3-502.12 is amended to include the following:
“A HACCP PLAN is not required when a FOOD ESTABLISHMENT packages raw meat and

poultry using a REDUCED OXYGEN PACKAGING method and includes on the package a 30-day
“sell by” date from the date the raw meat or poultry was packaged.”

31.1(8) Warewashing sinks in establishments serving alcoholic beverages. Section 4-301.12
is amended by adding the following: “When alcoholic beverages are served in a food service
establishment, a sink with not fewer than three compartments shall be used in the bar area for manual
washing, rinsing and sanitizing of bar utensils and glasses. When food is served in a bar, a separate
three-compartment sink for washing, rinsing and sanitizing food-related dishes shall be used in the
kitchen area, unless a dishwasher is used to wash utensils.”

31.1(9) Allowance for two-compartment sinks in certain circumstances. Paragraph 4-301.12(C) is
amended by adding the following: “Establishments need not have a three-compartment sink when each
of the following conditions is met:

“1. Three or fewer utensils are used for food preparation;
“2. Utensils are limited to tongs, spatulas, and scoops; and
“3. The department has approved after verification that the establishment can adequately wash and

sanitize these utensils.”
31.1(10) Chemical treated towelettes. Paragraph 5-203.11(C) is deleted.
31.1(11) Service sink. For existing establishments, if waste water is being appropriately disposed of,

section 5-203.13 for existing establishments shall go into effect upon the establishment’s renovation or
sale.

31.1(12) Toilets and lavatories. Section 5-203.12 is amended by adding the following requirement:
“Separate toilet facilities for men and women shall be provided in establishments which seat 50 or more
people or in establishments which serve beer or alcoholic beverages.”

31.1(13) Backflow protection. Section 5-203.14 is amended by adding the following: “Water outlets
with hose attachments, except for water heater drains and clothes washer connections, shall be protected
by a non-removable hose bibb backflow preventer or by a listed atmospheric vacuum breaker installed
at least six inches above the highest point of usage and located on the discharge side of the last valve.”

31.1(14) Backflow prevention. Paragraph 5-402.11(D) is amended by adding the following: “A
culinary sink or sink used for food preparation shall not have a direct connection between the sewage
system and a drain originating from that sink. Culinary sinks or sinks used in food preparation shall be
separated by an air break.”

31.1(15) Prohibiting animals. Section 6-501.115, paragraph (B), is amended by adding the
following:

“(6) Pet dogs may be allowed on exterior premises of a food establishment, including outdoor patio
and outdoor dining areas, provided the food establishment meets all of the following requirements:
“a. A separate entrance is present so that pet dogs do not enter the food establishment to access the
outdoor area;
“b. No food preparation is allowed in the outdoor area, including mixing or dispensing drinks and ice;
“c. Customer multi-service or reusable utensils such as plates, silverware, glasses, and bowls are not
stored, displayed, or pre-set in the outdoor area;
“d. Food or water provided to pet dogs shall only be in single-use disposable containers provided by the
food establishment or a container provided by the pet owner that is filled without any contact between
the container and any dispensing item of the food establishment;
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“e. Employees are prohibited from direct contact with pet dogs while on duty;
“f. The outdoor area is maintained clean;
“g. In cases where excrement or bodily fluids (urine, saliva, vomit, or the like) are deposited, an
employee shall immediately ensure the area is cleaned and sanitized;
“h. The outdoor area shall not be fully enclosed (an enclosed area is considered part of the interior of
the facility);
“i. Disruptive pet dogs must be controlled or removed from the premises;
“j. Rules governing pet dogs shall be posted at each entrance of the food establishment and shall, at a
minimum, contain the following:

“i. Pet dogs shall be leashed at all times;
“ii. Pet dogs shall not enter any interior area of the food establishment at any time;
“iii. Pet dogs must be controlled at all times by the dog’s owner or designee;
“iv. Pet dogs are not permitted on chairs, tables, benches or seats; and
“v. Pet dog owners must immediately notify the food establishment’s staff in the event that

excrement or bodily fluids (urine, saliva, vomit, or the like) are deposited.”
31.1(16) Inspection standards for elder group homes. Elder group homes as defined by Iowa Code

section 231B.1 shall be inspected by the department, but chapters 4 and 6 of the Food Code shall not
apply. Elder group homes shall pay the lowest license fee set forth in 481—subrule 30.4(2).

31.1(17) Nonprofit exception for temporary events. Nonprofit organizations that are licensed
as temporary food establishments may serve non-time/temperature control for safety food from an
unapproved source for the duration of the event.

31.1(18) Variance approval by department and submission of HACCP plans. Any variances or
HACCP plans that require approval by the “regulatory authority” must be approved by the department.
HACCP plans pursuant to paragraphs 3-502.12(B) and 8-201.13(B) shall be filed with the department
prior to implementation, regardless of whether or not the plan requires approval.

31.1(19) Trichinae control for pork products prepared at retail. Pork products prepared at retail
shall comply with the Code of Federal Regulations found in 9 CFR, Section 318.10, January 1, 2015,
publication, regarding the destruction of possible live trichinae in pork and pork products. Examples
of pork products that require trichinae control include raw sausages containing pork and other meat
products, raw breaded pork products, bacon used to wrap around steaks and patties, and uncooked
mixtures of pork and other meat products contained in meat loaves and similar types of products.
The use of “certified pork” as authorized by the Iowa department of agriculture and land stewardship
or the United States Department of Agriculture, Food Safety and Inspection Service, shall meet the
requirements of this subrule.

This rule is intended to implement Iowa Code section 137F.2.
[ARC 1191C, IAB 11/27/13, effective 1/1/14; ARC 1928C, IAB 4/1/15, effective 5/6/15; ARC 2257C, IAB 11/25/15, effective
12/30/15; ARC 3188C, IAB 7/5/17, effective 8/9/17 (see footnote 2 at end of chapter); ARC 4140C, IAB 11/21/18, effective 1/1/19;
ARC 4731C, IAB 10/23/19, effective 11/27/19; ARC 5119C, IAB 7/29/20, effective 9/2/20]

481—31.2(137F) Inspection standards for food processing plants. The following are the inspection
standards for food processing plants including food storage facilities.

31.2(1) Definitions. For the purposes of this rule, the following definitions shall apply. The
definitions of “food,” “label,” “labeling,” and “dietary supplement” are as defined in 21 U.S.C. Section
321.

31.2(2) Prohibited acts. The prohibited acts identified in 21 U.S.C. Section 331(a) to (f), (k), and
(v) shall also be prohibited acts in Iowa.

31.2(3) Stop sale. Any article of food that is adulterated or misbranded when introduced into
commerce may be embargoed until such a time as the adulteration of misbranding is remedied or the
product is destroyed. The action is immediate, but the licensee may appeal the decision following the
process outlined in rule 481—30.11(10A,137C,137D,137F).

31.2(4) Standards for food. If a standard that has been adopted for a food is adopted pursuant to 21
U.S.C. Section 341 (2012), the standard shall be met.

31.2(5) Adulterated food. See rule 481—31.3(137D,137F).

https://www.legis.iowa.gov/docs/ico/section/231B.1.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.30.4.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.2.pdf
https://www.legis.iowa.gov/docs/aco/arc/1191C.pdf
https://www.legis.iowa.gov/docs/aco/arc/1928C.pdf
https://www.legis.iowa.gov/docs/aco/arc/2257C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3188C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4140C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4731C.pdf
https://www.legis.iowa.gov/docs/aco/arc/5119C.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.30.11.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.31.3.pdf
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31.2(6) Misbranded food. A food shall be misbranded if it is found in violation of 21 U.S.C. Section
343 (2012).

31.2(7) New dietary ingredients. New dietary ingredients shall comply with the process in 21 U.S.C.
Section 350(b) (2012) or shall be deemed adulterated.

31.2(8) Records. Records shall be made available at minimum to the extent required under 21 U.S.C.
Section 373 (2012) for all interstate and intrastate food.

31.2(9) Adoption of Code of Federal Regulations. The following parts of the Code of Federal
Regulations (April 1, 2019) are adopted:

a. 21 CFR Part 1, Sections 1.20 to 1.24 and Subpart O, Sections 1.900 to 1.934 (labeling).
b. 21 CFR Part 7, Sections 7.1 to 7.13 and 7.40 to 7.59 (guaranty and recalls).
c. 21 CFR Part 70, Sections 70.20 to 70.25 (labeling requirements for colors).
d. 21 CFR Part 73, Sections 73.1 to 73.615 (color additives exempt from certification).
e. 21 CFR Part 74.101 to 74.706 (listing of color additives subject to certification).
f. 21 CFR Part 81, general specifications and general restrictions for provisional color additives

for use in foods, drugs, and cosmetics.
g. 21CFRPart 82, Sections 82.3 to 82.706 (certified provisionally listed colors and specifications).
h. 21 CFR Part 100, Section 100.155 (specific provisions for salt and iodized salt).
i. 21 CFR Part 101, except Sections 101.69 and 101.108 (food labeling).
j. 21 CFR Part 102, except Section 102.19 (common or usual name for nonstandard food).
k. 21 CFR Part 104, nutritional quality guidelines for foods.
l. 21 CFR Part 105, food for special dietary use.
m. 21 CFR Part 106, except Section 106.120 (infant formula quality control procedures).
n. 21 CFR Part 107, except Sections 107.200 to 107.280 (infant formula labeling).
o. 21 CFR Part 108, Sections 108.25 to 108.35 (exceptions for when a permit is not required,

acidified and thermal processing of low-acid foods packaged in hermetically sealed containers).
p. 21 CFR Part 109, unavoidable contaminants in food for human consumption and

food-packaging material.
q. 21 CFR Part 110, current good manufacturing practice in manufacturing, packing or holding

human food.
r. 21 CFR Part 111, current good manufacturing practice in manufacturing, packaging, labeling,

or holding operations for dietary supplements.
s. 21 CFR Part 113, thermally processed low-acid food packaged in hermetically sealed

containers.
t. 21 CFR Part 114, acidified foods.
u. 21 CFR Part 115, shell eggs.
v. 21 CFR Part 117, current good manufacturing practice and hazard analysis and risk-based

preventive controls for human food shall apply, with the following exceptions:
(1) Qualified facilities, as defined in 21 CFR 117, shall not include food processing plants

manufacturing foods for interstate commerce or for use as an ingredient to other foods.
(2) Warehousing operations located on the premises of residences that store food for sale directly

to a consumer customer or at a farmers market shall comply with subparts A, B, and F of 21 CFR 117.
w. 21 CFR Part 118, production, storage and transportation of shell eggs.
x. 21 CFR Part 120, hazard analysis and critical control point (HACCP) systems (juice).
y. 21 CFR Part 123, fish and fisheries products (seafood).
z. 21 CFR Part 129, processing and bottling of bottled drinking water.
aa. 21 CFR Part 130, except Sections 130.5, 130.6 and 130.17, food standards: general.
ab. 21 CFR Part 131, milk and cream.
ac. 21 CFR Part 133, cheeses and related cheese products.
ad. 21 CFR Part 135, frozen desserts.
ae. 21 CFR Part 136, bakery products.
af. 21 CFR Part 137, cereal flours and related products.
ag. 21 CFR Part 139, macaroni and noodle products.
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ah. 21 CFR Part 145, canned fruits.
ai. 21 CFR Part 146, canned fruit juices.
aj. 21 CFR Part 150, fruit butters, jellies, preserves, and related products.
ak. 21 CFR Part 152, fruit pies.
al. 21 CFR Part 155 (canned vegetables).
am. 21 CFR Part 156, vegetable juices.
an. 21 CFR Part 158, frozen vegetables.
ao. 21 CFR Part 160, egg and egg products.
ap. 21 CFR Part 161, fish and shellfish.
aq. 21 CFR Part 163, cacao products.
ar. 21 CFR Part 164, tree nut and peanut products.
as. 21 CFR Part 165, beverages.
at. 21 CFR Part 166, margarine.
au. 21 CFR Part 168, sweeteners and table syrups.
av. 21 CFR Part 169, food dressings and flavorings.
aw. 21 CFR Part 170, except Sections 170.6, 170.15, and 170.17, food additives.
ax. 21 CFR Part 172, food additives permitted for direct addition to food for human consumption.
ay. 21 CFR Part 173, secondary direct food additives permitted in food for human consumption.
az. 21 CFR Part 174, indirect food additives: general.
ba. 21 CFR Part 175, indirect food additives: adhesives and components of coatings.
bb. 21 CFR Part 176, indirect food additives: paper and paperboard components.
bc. 21 CFR Part 177, indirect food additives: polymers.
bd. 21 CFR Part 178, indirect food additives: adjuvants, production aids, and sanitizers.
be. 21 CFR Part 180, food additives permitted in food or in contact with food on an interim basis

pending additional study.
bf. 21 CFR Part 181, prior-sanctioned food ingredients.
bg. 21 CFR Part 182, substances generally recognized as safe.
bh. 21 CFR Part 184, direct food substances affirmed as generally recognized as safe.
bi. 21 CFR Part 186, indirect food substances affirmed as generally recognized as safe.
bj. 21 CFR Part 189, substances prohibited from use in human food.
bk. 21 CFR Part 190, dietary supplements.
31.2(10) Egg products processing plants. The department shall generally use the good

manufacturing practices adopted in paragraph 31.2(9)“b,” unless such practices are inconsistent with
standards set by the United States Department of Agriculture, Food Safety and Inspection Service,
in 9 CFR Parts 590-592, January 1, 2018. If the standards are inconsistent, the standards adopted in
9 CFR Parts 590-592, January 1, 2018, apply.

31.2(11) Specific requirements for the manufacture of packaged ice. In addition to compliance with
subrules 31.2(1) through 31.2(9), manufacturers of packaged ice must comply with the following:

a. Equipment must be cleaned on a schedule of frequency that prevents the accumulation of mold,
fungus and bacteria. A formal cleaning program and schedule which include the use of sanitizers to
eliminate microorganisms must be developed and used.

b. Packaged ice must be tested every 120 days for the presence of bacteria.
c. Plants that use a nonpublic water systemmust sample the water supply monthly for the presence

of bacteria and annually for chemical and pesticide contamination as required by law.
This rule is intended to implement Iowa Code section 137F.2.

[ARC 1191C, IAB 11/27/13, effective 1/1/14; ARC 1928C, IAB 4/1/15, effective 5/6/15; ARC 2257C, IAB 11/25/15, effective
12/30/15; ARC 3188C, IAB 7/5/17, effective 8/9/17; ARC 4140C, IAB 11/21/18, effective 1/1/19; ARC 5119C, IAB 7/29/20,
effective 9/2/20]

481—31.3(137D,137F) Adulterated food and disposal. No one may produce, distribute, offer for sale
or sell adulterated food. “Adulterated” is defined in the federal Food, Drug and Cosmetic Act, Section

https://www.legis.iowa.gov/docs/iac/rule/481.31.2.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.31.2.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.2.pdf
https://www.legis.iowa.gov/docs/aco/arc/1191C.pdf
https://www.legis.iowa.gov/docs/aco/arc/1928C.pdf
https://www.legis.iowa.gov/docs/aco/arc/2257C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3188C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4140C.pdf
https://www.legis.iowa.gov/docs/aco/arc/5119C.pdf
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402. Adulterated food shall be disposed of in a reasonable manner as determined by the department.
The destruction of adulterated food shall be watched by a person approved by the department.

This rule is intended to implement Iowa Code section 137F.2.
[ARC 1191C, IAB 11/27/13, effective 1/1/14]

481—31.4(137D,137F) False label or defacement. No person shall use any label required by Iowa
Code chapter 137C or 137F which is deceptive as to the true nature of the article or place of production,
or which has been carelessly printed or marked, nor shall any person erase or deface any label required
by this chapter.

This rule is intended to implement Iowa Code sections 137D.2 and 137F.2.
[ARC 1191C, IAB 11/27/13, effective 1/1/14]

481—31.5(137F) Temporary food establishments and farmers market time/temperature control
for safety food licensees. While the retail food code adopted in rule 481—31.1(137F) applies to
temporary food establishments, the following subrules provide a simplified version of requirements for
temporary food establishments. If the two rules are inconsistent, the standards in this rule apply.

31.5(1) Personnel. For the purposes of this rule, employees include volunteers.
a. Employees shall keep their hands and exposed portions of their arms clean.
b. Employees shall have clean garments and aprons and effective hair restraints. Smoking, eating

or drinking in food booths is not allowed. All nonworking, unauthorized persons are to be kept out of
the food booth.

c. All employees, including volunteers, shall be under the direction of the person in charge. The
person in charge shall ensure that the workers are effectively cleaning their hands, that time/temperature
control for safety food is adequately cooked, held or cooled, and that all multiuse equipment or utensils
are adequately washed, rinsed and sanitized.

d. Employees and volunteers shall not work at a temporary food establishment or farmers market
time/temperature control for safety food establishment if the employees and volunteers have open cuts,
sores or communicable diseases. The person in charge shall take appropriate action to ensure that
employees and volunteers who have a disease or medical condition transmissible by food are excluded
from the food operation.

e. Every employee and volunteer must sign a logbook with the employee’s or volunteer’s name,
address, and telephone number and the date and hours worked. The logbook must be maintained for 30
days by the person in charge and be made available to the department upon request.

31.5(2) Food handling and service.
a. Dry storage. All food, equipment, utensils and single-service items shall be stored off the

ground and above the floor on pallets, tables or shelving.
b. Cold storage. Refrigeration units shall be provided to keep time/temperature control for safety

foods at 41°F or below. The inspector may approve an effectively insulated, hard-sided container with
sufficient coolant for storage of time/temperature control for safety food at events of short duration if the
container maintains the temperature at 41°F or below.

c. Hot storage. Hot food storage units shall be used to keep time/temperature control for safety
food at 135°F or above. Electrical equipment is required for hot holding, unless the use of propane stoves
and grills capable of holding the temperature at 135°F or above is approved by the department. Sterno
cans are allowed for hot holding if adequate temperatures can be maintained. Steam tables or other hot
holding devices are not allowed to heat foods and are to be used only for hot holding after foods have
been adequately cooked.

d. Cooking temperatures. As specified in the following chart, the minimum cooking temperatures
for food products are:

https://www.legis.iowa.gov/docs/ico/section/137F.2.pdf
https://www.legis.iowa.gov/docs/aco/arc/1191C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137C.pdf
https://www.legis.iowa.gov/docs/ico/chapter/137F.pdf
https://www.legis.iowa.gov/docs/ico/section/137D.2.pdf
https://www.legis.iowa.gov/docs/ico/section/137F.2.pdf
https://www.legis.iowa.gov/docs/aco/arc/1191C.pdf
https://www.legis.iowa.gov/docs/iac/rule/481.31.1.pdf
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165°F
● Poultry and game animals that are not commercially raised
● Products stuffed or in a stuffing that contains fish, meat, pasta, poultry

or ratite
● All products cooked in a microwave oven

155°F
● Rabbits, ratite and game meats that are commercially raised
● Ground or comminuted (such as hamburgers) meat/fish products
● Raw shell eggs not prepared for immediate consumption

145°F
● Pork and raw shell eggs prepared for immediate consumption
● Fish and other meat products not requiring a 155°F or 165°F cooking

temperature as listed above

e. Consumer advisory requirement. If raw or undercooked animal food such as beef, eggs, fish,
lamb, poultry or shellfish is offered in ready-to-eat form, the license holder (person in charge) shall post
the consumer advisory as required by the food code.

f. Thermometers. Each refrigeration unit shall have a numerically scaled thermometer to measure
the air temperature of the unit accurately. An appropriate thermometer shall be provided where necessary
to check the internal temperature of both hot and cold food. Thermometers must be accurate and have a
range from 0°F to 220°F.

g. Food display. Foods on display must be covered. The public is not allowed to serve itself
from opened containers of food or uncovered food items. Condiments such as ketchup, mustard, coffee
creamer and sugar shall be served in individual packets or from squeeze containers or pump bottles. Milk
shall be dispensed from the original container or from an approved dispenser. All fruits and vegetables
must be washed before being used or sold. Food must be stored at least six inches off the ground. All
cooking and serving areas shall be adequately protected from contamination. Barbeque areas shall be
roped off or otherwise protected from the public. All food shall be protected from customer handling,
coughing or sneezing by wrapping, sneeze guards or other effective means.

h. Food preparation. Unless otherwise approved by a variance from the department, no bare-hand
contact of ready-to-eat food shall occur.

i. Approved food source. All food supplies shall come from a commercial manufacturer or an
approved source. The use of food in hermetically sealed containers that is not prepared in an approved
food processing plant is prohibited. Transport vehicles used to supply food products are subject to
inspection and shall protect food from physical, chemical and microbial contamination.

j. Leftovers. Hot-held foods that are not used by the end of the day must be discarded.
31.5(3) Utensil storage and warewashing.
a. Single-service utensils. The use of single-service plates, cups and tableware is required.
b. Dishwashing. If approved, an adequate means to heat the water and a minimum of three basins

large enough for complete immersion of the utensils are required to wash, rinse and sanitize utensils or
food-contact equipment.

c. Sanitizers. Chlorine bleach or another approved sanitizer shall be provided for warewashing
sanitization and wiping cloths. An appropriate test kit shall be provided to check the concentration of
the sanitizer used. The person in charge shall demonstrate knowledge in the determination of the correct
concentration of sanitizer to be used.

d. Wiping cloths. Wiping cloths shall be stored in a clean, 100 ppm chlorine sanitizing solution or
equivalent. Sanitizing solution shall be changed as needed to maintain the solution in a clean condition.

31.5(4) Water.
a. Water supply. An adequate supply of clean water shall be provided from an approved source.

Water storage units and hoses shall be food grade and approved for use in storage of water. If not
permanently attached, hoses used to convey drinking water shall be clearly and indelibly identified as
to their use. Water supply systems shall be protected against backflow or contamination of the water
supply. Backflow prevention devices, if required, shall be maintained and adequate for their intended
purpose.
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b. Wastewater disposal. Wastewater shall be disposed of in an approved wastewater disposal
system sized, constructed, maintained and operated according to law.

31.5(5) Premises.
a. Hand-washing container. An insulated container with at least a two-gallon capacity with a

spigot, basin, soap and dispensed paper towels shall be provided for hand washing. The container shall
be filled with hot water.

b. Floors, walls and ceilings. If required, walls and ceilings shall be of tight design and
weather-resistant materials to protect against the elements and flying insects. If required, floors shall be
constructed of tight wood, asphalt, rubber or plastic matting or other cleanable material to control dust
or mud.

c. Lighting. Adequate lighting shall be provided. Lights above exposed food preparation areas
shall be shielded.

d. Food preparation surfaces. All food preparation or food contact surfaces shall be of a safe
design, smooth, easily cleanable and durable.

e. Garbage containers. An adequate number of cleanable containers with tight-fitting covers shall
be provided both inside and outside the establishment.

f. Toilet rooms. An adequate number of approved toilet and hand-washing facilities shall be
provided at each event.

g. Clothing. Personal clothing and belongings shall be stored at a designated place in the
establishment, adequately separated from food preparation, food service and dishwashing areas.

This rule is intended to implement Iowa Code sections 137D.2 and 137F.2.
[ARC 1191C, IAB 11/27/13, effective 1/1/14; ARC 4140C, IAB 11/21/18, effective 1/1/19]

[Filed 10/13/78, Notice 8/23/78—published 11/1/78, effective 12/7/78]
[Filed 4/23/82, Notice 3/17/82—published 5/12/82, effective 6/16/82]
[Filed 12/3/82, Notice 10/27/82—published 12/22/82, effective 1/26/83]
[Filed 9/21/84, Notice 8/15/84—published 10/10/84, effective 11/14/84]
[Filed 8/23/85, Notice 7/17/85—published 9/11/85, effective 10/16/85]
[Filed 1/25/85, Notice 12/19/84—published 2/13/85, effective 3/20/85]
[Filed 2/20/87, Notice 1/14/87—published 3/11/87, effective 4/15/87]
[Filed 8/6/87, Notice 7/1/87—published 8/26/87, effective 9/30/87]
[Filed 1/8/88, Notice 12/2/87—published 1/27/88, effective 3/2/88]1

[Filed 1/22/88, Notice 12/16/87—published 2/10/88, effective 3/16/88]
[Filed 3/17/88, Notice 2/10/88—published 4/6/88, effective 5/11/88]
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[Filed ARC 8856B (Notice ARC 8697B, IAB 4/21/10), IAB 6/16/10, effective 7/21/10]
[Filed ARC 1191C (Notice ARC 1025C, IAB 9/18/13), IAB 11/27/13, effective 1/1/14]
[Filed ARC 1928C (Notice ARC 1861C, IAB 2/4/15), IAB 4/1/15, effective 5/6/15]

[Filed ARC 2257C (Notice ARC 2171C, IAB 9/30/15), IAB 11/25/15, effective 12/30/15]
[Filed ARC 3188C (Notice ARC 3053C, IAB 5/10/17), IAB 7/5/17, effective 8/9/17]2

[Filed ARC 4140C (Notice ARC 4027C, IAB 9/26/18), IAB 11/21/18, effective 1/1/19]
[Filed ARC 4731C (Notice ARC 4589C, IAB 8/14/19), IAB 10/23/19, effective 11/27/19]
[Filed ARC 5119C (Notice ARC 4923C, IAB 2/12/20), IAB 7/29/20, effective 9/2/20]

1 Rules 30—33.1(159) to 30—33.4(159) and 30—34.1(159) to 30—34.4(159) transferred to Inspections and Appeals
Department[481] and rescinded.

2 Rule 481—31.1(137F) published in the July 5, 2017, IAB as ARC 3188C has a January 1, 2018, effective date. For the rule in
effect immediately prior to January 1, 2018, see 481—Chapter 31 as of June 21, 2017, which can be found at the following
website: www.legis.iowa.gov/docs/iac/chapter/481.31.pdf.
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CHAPTER 18
TAXABLE AND EXEMPT SALES DETERMINED BY METHOD

OF TRANSACTION OR USAGE
[Prior to 12/17/86, Revenue Department[730]]

701—18.1(422,423) Tangible personal property purchased from the United States
government. Tangible personal property purchased from the United States government or any of
the governmental agencies shall be exempt from sales tax, but such purchases shall be taxable to the
purchaser under the provisions of the use tax law. Persons making purchases from the United States
government, unless exempt from the provisions of Iowa Code section 422.44, shall report and pay use
tax at the current rate on the purchase price of such purchases.

This rule is intended to implement Iowa Code sections 422.44 and 423.3.

701—18.2(422,423) Sales of butane, propane and other like gases in cylinder drums, etc. Sales
of butane, propane and other like gases in cylinder drums and other similar containers purchased for
cooking, heating and other purposes shall be taxable.

When gas of this type is sold and motor vehicle fuel tax is collected by the seller, tax shall not be due.
If Iowa motor vehicle fuel tax is not collected by the seller at the time of the sale, tax shall be collected
and remitted to the department, unless the sale is specifically exempt.

If tax is not collected by the seller at the time of sale, any tax due shall be collected by the department
at the time the user of the product makes application for a refund of the motor vehicle fuel tax.

The gross receipts from the rental of cylinders, drums and other similar containers by the distributor
or dealer of the gas shall be subject to tax when the title remains with the dealer. Gas converter equipment
which might be sold to an ultimate consumer shall be subject to tax.

This rule is intended to implement Iowa Code sections 422.42, 422.43, 422.45(11), 423.1 and 423.2.

701—18.3(422,423) Chemical compounds used to treat water. Chemical compounds placed in water
which is ultimately sold at retail should be purchased exempt from the tax. The chemical compounds
become an integral part of property sold at retail. Chemical compounds placed in water which is directly
used in processing are exempt from the tax, even if the water is consumed by the processor and not sold
at retail.

Chemical compounds which are used to treat water that is not sold at retail or which are not used
directly in processing shall be subject to tax. An example would be chlorine or other chemicals used to
treat water for a swimming pool.

Special boiler compounds used by processors when live steam is injected into the mash or substance,
whereby the steam liquefies and becomes an integral part of the product intended to be sold at retail and
does become a part of the finished product, shall be exempt from tax.

This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 423.1, and 423.2.

701—18.4(422) Mortgages and trustees. Pursuant to the provisions of a chattel mortgage, the receipts
from the sale of tangible personal property at a public auction shall be taxable even if the sale is made
by virtue of a court decree of foreclosure by an officer appointed by the court for that purpose.

The tax applies to inventory and noninventory goods provided the owner is in the business of making
retail sales of tangible personal property or taxable services. In Re Hubs Repair Shop, Inc. 28 B.R. 858
(Bkrtcy. 1983).

This rule is intended to implement Iowa Code sections 422.42, 422.43, 423.1 and 423.2.

701—18.5(422,423) Sales to agencies or instrumentalities of federal, state, county and municipal
government.

18.5(1) The gross receipts from the sale of tangible personal property or enumerated taxable services
made directly by or to the United States government or to recognized agencies or departments of the
United States government shall not be subject to sales tax.
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The gross receipts from sales at retail made directly to patients, inmates or employees of an institution
or department of the United States government shall be taxable, since they are not made directly to the
government. However, sales similarly made by post exchanges and other establishments organized and
controlled by federal authority shall not be subject to sales tax.

18.5(2) The gross receipts from sales to the United States government, state of Iowa, or federal
bureaus, departments, or instrumentalities are not taxable. A sale to government occurs only if a
government, pursuant to a contract for sale, takes title or ownership to tangible personal property as a
buyer from a seller. No sale to government occurs if a government pays some portion of the cost of
sale of an item of tangible personal property but title to and ownership of the property are transferred
to another person as a result of the sale. See AVCO Manufacturing Corporation v. Connelly, 145
Conn. 161, 140 A.2d 479 (1958) and Akron Home Medical Services, Inc. v. Lindley, 25 Ohio St.3d 107,
495 N.E.2d 417 (1986).

EXAMPLE A: Patient A purchases a hospital bed from a drugstore. A percentage of patient A’s bill is
paid by federal funds fromMedicaid. Patient A has purchased a hospital bed, not the federal government,
and Iowa tax is due as a result of this sale.

EXAMPLE B: A is a federal government employee. A stays at a hotel while on government business
and eats meals there. A pays for the hotel room (treated as the sale of tangible personal property under
Iowa sales tax law) and the meals with a credit card. The credit card was issued in A’s name, and the
cost of the room and meals is billed to A, who pays it. The federal government later reimburses A the
entire cost of the room and meals. A has purchased the room and meals, and Iowa sales tax should be
charged accordingly.

EXAMPLE C: B is a federal government employee who eats at a restaurant while on government
business. B uses a credit card to pay for the meal. The credit card is issued in B’s name, but the cost of
the meal is billed to the U.S. government which pays that cost. In this situation, the government is the
purchaser of the meal on B’s behalf, and the sale is exempt from tax.

See rule 701—34.12(423) for an example of the application of this subrule to the motor vehicle use
tax.

18.5(3) The gross receipts from the sale of goods, wares, merchandise, or services used for public
purposes to any tax-certifying or tax-levying body of the state of Iowa or governmental subdivision
thereof, including the state board of regents, state department of human services, state department of
transportation, and all divisions, boards, commissions, agencies, or instrumentalities of the state, federal,
county, or municipal government which have no earnings going to the benefit of an equity investor or
stockholder, except the sale of goods, wares, merchandise or services used by or in connection with
the operation of any municipally owned public utility engaged in selling gas, electricity, pay television
service, or heat to the general public, shall be exempt. The exclusion from exemption for municipally
owned pay television service is applicable to sales occurring and services provided on and after July
1, 1991. On and after April 1, 1992, providing sewage service or solid waste collection and disposal
service to a county or municipality on behalf of nonresidential commercial operations located within
the county or municipality shall be taxable (see rules 701—26.71(422,423) and 26.72(422,423) for
more information). Goods, wares, merchandise, or services used for public purposes and sold to any
municipally owned solid waste facility which sells all or part of its processed waste as a fuel to a
municipally owned public utility shall be exempt.

EXAMPLES:
a. A group of exempt instrumentalities, such as cities, issues bonds to finance the construction of

a sewage disposal facility. X, a corporation, purchases the bonds but is not involved in the project in
any other way. Since X does not enjoy the benefits of earnings of the solid waste facility, the exemption
provided the instrumentalities is applicable.

b. Corporation Y, which is an instrumentality of the federal government and which Congress has
allowed by statute to be subject to state sales and use taxes, purchases tangible personal property. Said
purchases are subject to tax because the profits of the corporation are distributed to the stockholders
thereof.

https://www.legis.iowa.gov/docs/iac/rule/701.34.12.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.26.71.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.26.72.pdf
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c. An instrumentality of government includes an area agency on aging as designated by the Iowa
department on aging pursuant to Iowa Code section 231.32.

This tax exemption does not apply to independent contractors who deal with agencies,
instrumentalities, or other entities of government. These contractors do not, by virtue of their contracting
with governmental entities, acquire any immunity or exemption from taxation for themselves. Sales to
these contractors remain subject to tax, even if those sales are of goods or services which a contractor
will use in the performance of a contract with a governmental entity. This principle is applicable to
construction contractors who create or improve real property for federal, state, county, and municipal
instrumentalities or agencies thereof. The contractors shall be subject to sales and use tax on all tangible
personal property they purchase regardless of the identity of their construction contract sponsor. See
701—Chapter 19. See also NLO, Inc. v. Limbach, 613 N.E.2d 193, 66 Ohio St.3d 389 (1993); Bill
Roberts Inc. v. McNamara, 539 So.2d 1226 (La. 1989) reh. den. April 27, 1989;White Oak Corporation
v. Department of Revenue Services, 503 A.2d 582, 198 Conn. 413 (1986).

This rule is intended to implement Iowa Code section 422.45(5).

701—18.6(422,423) Relief agencies.
18.6(1) Relief agency means the state, any county, city and county, city or district thereof, or any

agency engaged in actual relief work. Nonexclusive examples of relief agencies are Salvation Army,
Royal Neighbors, and Masonic Lodge. The sales of tangible personal property or enumerated services
to relief agencies are subject to tax. A relief agency may apply to the director for refund of the amount
of tax imposed and paid by it, upon the purchase of goods, wares, merchandise, or services rendered,
furnished, or performed that are used for free distribution to the poor and needy.

18.6(2) Persons are determined to be in the poor and needy category when their incomes and
resources are at or below poverty level. The department will use federal poverty guidelines in making
this determination.

18.6(3) Listed below are some examples where the tax may or may not be refunded to the relief
agency:

EXAMPLE: A relief agency purchases clothing for free distribution to a poor and needy person. The
tax is refundable.

EXAMPLE: A relief agency pays the gas, light, or telephone bill for a person who is poor and needy.
The tax is refundable.

EXAMPLE: An agency purchases items of clothing for residents of their living facility, and is partially
reimbursed by the person using the items based upon the recipient’s ability to pay. Tax on the portion
of cost not recovered by the agency can be claimed as a refund of tax paid by using formula stated in
18.6(6).

18.6(4) Demolition v. repair costs. A nonprofit noneducational relief agency is not entitled to a
refund of sales tax paid by contractors on building materials used in the alteration, expansion, repair,
remodeling or construction of the facility since the materials were sold tax paid to the contractor who is
the consumer of the material by statute. See Iowa Code section 422.42(9). However, the relief agency
would be entitled to a refund of sales tax paid on the cost of the demolition of the building since the
demolition of the building indirectly benefited the poor and needy. 1968 O.A.G. #841.

EXAMPLE: A relief agency, which is not part of a governmental unit, operates a home or orphanage
for persons who are poor and needy or for orphan children. Food, lodging, and necessary items are
furnished free-of-charge to the residents. The relief agency would be entitled to a refund of any taxes
paid to operate this facility; such as, but not limited to, lights, heat, water, telephone, and repair items or
services needed to maintain the facility.

18.6(5) Claims for refund must be filed quarterly with the department within 45 days after the end
of the quarter for which the refund is claimed. Claims are to be submitted on forms provided by the
department.

The claim shall include the following information:

https://www.legis.iowa.gov/docs/ico/section/231.32.pdf
https://www.legis.iowa.gov/docs/iac/chapter/701.19.pdf
https://www.legis.iowa.gov/docs/ico/section/422.45.pdf
https://www.legis.iowa.gov/docs/ico/section/422.42.pdf
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a. The total amount or amounts, valued inmoney, expended directly or indirectly for goods, wares,
merchandise, or services rendered, furnished, or performed used for free distribution to the poor and
needy.

b. List the persons making the sales to the relief agency.
1. Include the date of the sale.
2. Include the total amount expended, itemizing sales tax.
3. Include the date of payment.
4. Include the check number, receipt number, or paid invoice verifying payment.
c. List the total operating income received (residents, donations, etc.)
d. List the operating income received from residents only.
e. The claim shall be signed by an authorized agent of the relief agency.
18.6(6) When a relief agency receives part of its operating income from the poor and needy it is

serving, this income will be considered in computing the tax refund paid upon sales to it of products or
services used for free distribution to the poor and needy.

To reasonably approximate the correct amount of tax to be refunded, where only a portion of the tax
qualifies for refund, a formula will be used by the department. The prescribed formula the department
will allow is operating income received from the poor and needy served divided by total operating income
received. This percentage will be multiplied by the applicable gross receipts which are considered
refundable to arrive at the correct amount of tax to be refunded.

If a person requests an alternative formula, the person shall first list the reasons why an alternative
formula is necessary and, secondly, shall outline the proposed formula in detail. If approval is given,
the department reserves the right to withdraw the approval or require adjustments in the formula upon
notice to the person. Additional refunds or assessments may be made if an audit discloses the formula
is incorrect.

This rule is intended to implement Iowa Code sections 422.42(7), 422.43, 422.47, 423.1 and 423.2.

701—18.7(422,423) Containers, including packing cases, shipping cases, wrapping material and
similar items. The gross receipts from the sale of containers, labels, cartons, pallets, packing cases,
wrapping paper, twine, bags, bottles, shipping cases, garment hangers, and other similar articles and
receptacles sold to retailers or manufacturers which are purchased for the purpose of packaging or
facilitating the transportation of tangible personal property which is sold either at retail or for resale
shall be exempt from the tax.

For the purpose of this rule, producers, wholesalers and jobbers are considered retailers or
manufacturers.

18.7(1) Sales to other than retailers or manufacturers.
a. Containers and all other specified items delivered with tangible personal property which are

sold to a final buyer or ultimate consumer shall be exempt from the tax when no separate charge is made
for the container. This group includes such items as boxes, cartons, pallets, paper bags, bottles, shipping
cases, wrapping paper and twine. If a separate charge is made for the container, the sale of the container
is subject to the tax. The sale of wrapping paper, paper bags and like items are subject to the tax when
sold at retail.

EXAMPLE: A meat locker purchases materials such as wrapping paper and tape which it uses to wrap
meat for customers to whom meat is sold. The wrapping paper and tape would be exempt from tax as
being purchased as a packaging material of tangible personal property sold at retail.

EXAMPLE: A meat locker purchases materials such as wrapping paper and tape which it uses to wrap
meat for customers who own the meat. The meat locker only performs the service of processing the
meat. The wrapping paper and tape are subject to tax as they were not purchased for packaging or for
the facilitating of transportation of tangible personal property sold at retail, but were used in the rendering
of a service.

https://www.legis.iowa.gov/docs/ico/section/422.42.pdf
https://www.legis.iowa.gov/docs/ico/section/422.43.pdf
https://www.legis.iowa.gov/docs/ico/section/422.47.pdf
https://www.legis.iowa.gov/docs/ico/section/423.1.pdf
https://www.legis.iowa.gov/docs/ico/section/423.2.pdf
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b. Packing paper, lining paper, paper used to line boxes and crates, and similar items shall be
exempt from the tax if delivered with tangible personal property ultimately sold at retail when no separate
charge is made for the paper.

18.7(2) Labels, tags and nameplates. Sales of labels, tags, and nameplates attached to products for
the benefit of the vendor such as shipping tags, price tags and instructions to cashiers are subject to the tax,
unless such items are sold to manufacturers and retailers for packaging or facilitating the transportation
of tangible personal property ultimately sold at retail. Labels, tags or nameplates attached to products for
the benefit of the final consumer which describe contents, or which relate to the product and are affixed
to the product, are exempt from tax.

18.7(3) Pallets. Pallets purchased by manufacturers or retailers which are purchased for the purpose
of packaging or facilitating the transportation of tangible personal property ultimately sold at retail shall
be exempt from the tax.

18.7(4) Garment hangers. Garment hangers purchased by manufacturers or retailers and used to
facilitate the transportation of tangible personal property or garment hangers delivered with tangible
personal property ultimately sold at retail when no separate charge is made are exempt from tax.

Garment hangers used merely to display tangible personal property are taxable.
This rule is intended to implement Iowa Code sections 422.42(3), 422.45(19) and 423.1(1).

701—18.8(422) Auctioneers.
18.8(1) An auctioneer in making a sale, whether of tangible personal property or realty, is by virtue

of this employment making the sale as the agent of the principal.
18.8(2) Where an auctioneer is conducting a sale and the principal meets the requirement of the

casual sale exemption found in Iowa Code section 422.42(12), the gross receipts from the sale are exempt
from the tax. See 1970 O.A.G. 774.

18.8(3) When an auctioneer is conducting a sale and the principal is in the business of making sales
of tangible personal property or taxable services on a recurring basis, the gross receipts from the sale are
taxable.

18.8(4) Where an auctioneer is selling tangible personal property that the auctioneer owns, the sale
of the tangible property owned by the auctioneer is taxable.

This rule is intended to implement Iowa Code section 422.43.

701—18.9(422) Sales by farmers. The sale of grain, livestock or any other farm or garden product by
the producer thereof ordinarily constitutes a sale for resale, processing or human consumption and shall
not be subject to tax.

Farmers selling tangible personal property not otherwise exempt to ultimate consumers or users shall
hold a permit and collect and remit sales tax on the gross receipts from their sales.

701—18.10(422,423) Florists.
18.10(1) Florists are engaged in the business of selling tangible personal property at retail and shall

be liable for payment of tax measured by the receipts from the sale of flowers, wreaths, bouquets, potted
plants and other items of tangible personal property.

18.10(2) When florists conduct transactions through a florists’ telephonic delivery association, the
following rules shall apply when computing tax liability:

a. On all orders taken by an Iowa florist and telephoned to a second florist in Iowa for delivery in
the state, the sending florist shall be liable for tax, measured at the current rate of tax on gross receipts
from the total amount collected from the customer, except the cost of a telegram when a separate charge
is made therefor.

b. In cases where a florist receives an order pursuant to which the florist gives telephonic
instructions to a second florist located outside Iowa for delivery to a point outside Iowa, tax is not owing
with respect to any receipts which the florist may realize from the transaction.

https://www.legis.iowa.gov/docs/ico/section/422.42.pdf
https://www.legis.iowa.gov/docs/ico/section/422.45.pdf
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c. In cases where Iowa florists receive telephonic instructions from other florists located either
within or outside of Iowa for the delivery of flowers, the receiving florist will not be held liable for tax
with respect to any receipts which the florist may realize from the transaction.

d. Rescinded IAB 2/28/96, effective 4/3/96.
18.10(3) Florists engaged in selling shrubbery, trees, and similar items. See rule 18.11(422,423).
This rule is intended to implement Iowa Code section 422.43.

701—18.11(422,423) Landscaping materials. The gross receipts from the sale of sod, dirt, trees,
shrubbery, bulbs, sand, rock, woodchips and other similar landscaping materials, when used for
landscaping and sold to final consumers, shall be subject to sales tax. For the purpose of this rule,
“final consumer” ordinarily means the owner of the land to which the landscaping materials are applied,
or a general building contractor when the landscaping contractor contracts with the general building
contractor. When a landscaping contractor uses materials to fulfill a contract, the landscape contractor
is considered the retailer of the landscaping materials and shall be obligated to collect sales tax on the
selling price from the final consumer.

When the retailer of sod, dirt, trees, shrubbery, bulbs, sand, rock, woodchips and other similar
landscaping materials installs these items as a part of a contract for landscaping or improving land for a
lump sum, the entire gross receipts shall be subject to tax. Any retailer’s charges for “landscaping” shall
be taxable. See rule 701—26.62(422) for a description of this service. However, a retailer’s charges
for nontaxable services are not taxable if contracted for separately; or, if no written contract exists, the
charges are itemized separately on the invoice.

EXAMPLE: A sodding contractor agrees to furnish and install 20 yards of sod for the lump sum of
$20.00 per yard. The sodding contractor must charge the customer $20.00 sales tax (5% x $400.00).

EXAMPLE: XYZ Company enters into a contract for the landscaping of an existing office building.
XYZ Company agrees to furnish shrubs at $25.00 each, white rock for $5.00 per bag and woodchips
for $4.00 per bag. XYZ Company also contracts to install all of the landscaping materials for a fee of
$25.00 per hour. XYZ Company’s hourly fee is taxable if paid for the service of “landscaping” or for
some other taxable service, e.g., excavation. If the service is not taxable, the charge is excluded from
tax because it was separately contracted for.

The gross receipts from the sale of uncut sod and unexcavated trees, shrubs, and rock shall not be
subject to sales or use tax. This is considered a sale of intangible property and not the sale of tangible
personal property.

This rule does not apply to the gross receipts from the sale of plants and trees which are eligible for
purchase with food coupons under rule 701—20.1(422,423).

This rule is intended to implement Iowa Code sections 422.42, 422.45(12) and 423.1.

701—18.12(422,423) Hatcheries. The gross receipts from the sale of egg-type cockerel chicks, broiler
chicks and turkey poults shall be subject to tax. If sale of domestic poultry is for breeding, see rule
701—17.9(422,423).

When pullets and poults are sold for production purposes, the receipts from the sales shall be exempt
from tax.

This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 423.1 and 423.2.

701—18.13(422,423) Sales by the state of Iowa, its agencies and instrumentalities. The state of Iowa,
its agencies and instrumentalities, are required to collect and remit tax on the gross receipts from taxable
retail sales of tangible personal property and taxable services.

This rule does not apply to sales made by cities and counties in the state of Iowawhich are specifically
exempted from collecting tax by Iowa Code section 422.45(20).

This rule is intended to implement Iowa Code chapters 422 and 423.

https://www.legis.iowa.gov/docs/aco/bulletin/02-28-1996.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.11.pdf
https://www.legis.iowa.gov/docs/ico/section/422.43.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.26.62.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.20.1.pdf
https://www.legis.iowa.gov/docs/ico/section/422.42.pdf
https://www.legis.iowa.gov/docs/ico/section/422.45.pdf
https://www.legis.iowa.gov/docs/ico/section/423.1.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.9.pdf
https://www.legis.iowa.gov/docs/ico/section/422.42.pdf
https://www.legis.iowa.gov/docs/ico/section/422.43.pdf
https://www.legis.iowa.gov/docs/ico/section/423.1.pdf
https://www.legis.iowa.gov/docs/ico/section/423.2.pdf
https://www.legis.iowa.gov/docs/ico/section/422.45.pdf
https://www.legis.iowa.gov/docs/ico/chapter/422.pdf
https://www.legis.iowa.gov/docs/ico/chapter/423.pdf


IAC 7/29/20 Revenue[701] Ch 18, p.7

701—18.14(422,423) Sales of livestock and poultry feeds. Tax shall not apply to the sale of feed for
any form of animal life when the product of the animals constitutes food for human consumption. Tax
shall apply on feed sold for consumption by pets.

Antibiotics, when administered as an additive to feed or drinking water, and vitamins and minerals
sold for livestock and poultry shall be exempt from tax.

This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 423.1 and 423.2.

701—18.15(422,423) Student fraternities and sororities. Student fraternities and sororities are not
considered to be engaged in the business of selling tangible personal property at retail within the meaning
of the sales tax law when they provide their members with meals and lodging for which a flat rate or
lump sum is charged. A person engaged in the selling of foods and beverages to such organizations for
use in the preparation of meals is making exempt sales at retail and shall not be liable for tax if the food
purchases would be exempt under rule 701—20.1(422,423).

Student fraternities or sororities engaged in the business of serving meals to persons other than
members for which separate charges are made, or owning and operating canteens through which tangible
personal property is sold are deemed to be making taxable sales.

When student fraternities or sororities do not provide their own meals but are provided by caterers,
concessionaires or other persons, such caterers, concessionaires or other persons shall be liable for the
collection and remittance of tax with respect to their receipts from meals furnished. A similar liability is
attached to persons engaged in the business of operating boarding houses, whether for students or other
persons.

This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 423.1 and 423.2.

701—18.16(422,423) Photographers and photostaters. Tax shall apply to the sale of photographs and
photostat copies, whether or not produced to the special order of the customer and to charges for the
making of photographs or photostat copies out of materials furnished by the customer. A deduction shall
not be allowed for the expenses incurred by the photographer, such as rental of equipment or salaries or
wages paid to assistants or models, whether or not the expenses are itemized in billings to customers.

Tax shall not apply to the sale of tangible personal property to photographers and photostat producers
which becomes an ingredient or component part of photographs or photostat copies sold, such as mounts,
frames and sensitized paper; but tax shall apply to the sale of materials to photographers or producers
which is used in the processing of photographs or photostat copies.

18.16(1) Sales of photographs to newspaper or magazine publishers for reproduction. The sale of
photographs by a person engaged in the business of making and selling photographs to newspaper or
magazine publishers for reproduction shall be taxable.

18.16(2) Reserved.
This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 423.1 and 423.2.

701—18.17(422,423) Gravel and stone. When a contract is entered between a contractor and a
governmental body and the contract calls for a stockpile delivery along a road to be improved, it is a
sale of tangible personal property to the governmental body. Transactions of this type are exempt from
tax. When a contract not only provides for the sale and delivery of materials but also the conversion of
the materials into realty improvements, the contractor is the ultimate consumer of the material used and
shall be liable for tax. Tax shall apply on the purchase price of the material.

This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 422.45(5), 423.1 and
423.2.

701—18.18(422,423) Sale of ice. The sale of ice for human consumption which may be purchased
with food coupons is exempt from tax. The sale of ice used for cooling is subject to tax. See rule
701—20.1(422,423).

This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 422.45(12), 423.2 and
423.4.

https://www.legis.iowa.gov/docs/ico/section/422.42.pdf
https://www.legis.iowa.gov/docs/ico/section/422.43.pdf
https://www.legis.iowa.gov/docs/ico/section/423.1.pdf
https://www.legis.iowa.gov/docs/ico/section/423.2.pdf
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https://www.legis.iowa.gov/docs/ico/section/422.45.pdf
https://www.legis.iowa.gov/docs/ico/section/423.1.pdf
https://www.legis.iowa.gov/docs/ico/section/423.2.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.20.1.pdf
https://www.legis.iowa.gov/docs/ico/section/422.42.pdf
https://www.legis.iowa.gov/docs/ico/section/422.43.pdf
https://www.legis.iowa.gov/docs/ico/section/422.45.pdf
https://www.legis.iowa.gov/docs/ico/section/423.2.pdf
https://www.legis.iowa.gov/docs/ico/section/423.4.pdf
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701—18.19(422,423) Antiques, curios, old coins or collector’s postage stamps. Curios, antiques,
art work, coins, collector’s postage stamps and such articles sold to or by art collectors, philatelists,
numismatists and other persons who purchase or sell such items of tangible personal property for use
and not primarily for resale are sales at retail and shall be subject to tax.

18.19(1) Stamps, whether canceled or uncanceled, which are sold by a collector or person engaged
in retailing stamps to collectors shall be taxable.

18.19(2) The distinction between stamps which are purchased by a collector and stamps which are
purchased for their value as evidence of the privilege of the owner to have certain mail carried by the
United States government is that which determines whether or not a stamp is taxable or not taxable.
A stamp becomes an article of tangible personal property having market value when, because of the
demand, it can be sold for a price greater than its face value. On the other hand, when a stamp has only
face value, as evidence of the right to certain services or an indication that certain revenue has been paid,
it shall not be subject to either sales or use tax.

This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 423.1 and 423.2.

701—18.20(422,423) Communication services. This rule applies to sales of communication services
billed prior to November 23, 2011. For communication service, telecommunication service, ancillary
service and other related communication service billed on or after November 23, 2011, refer to
701—Chapter 224, Iowa Administrative Code. The gross receipts from the sale of all communication
services provided in this state are subject to tax. (Communication services are not subject to use tax
prior to July 1, 2001. See rule 701—31.7(423).)

18.20(1) Definitions.
a. Communication service shall mean the act of providing, for a consideration, any medium or

method for, or the act of transmission and receipt of, information between two or more points. Each
point must be capable of both transmitting and receiving information if “communication” is to occur.
The term “communication service” includes, but is not limited to, the transmission and receipt of
sound, printed materials (including letters and materials printed by teletype), other images perceived
visually and data encoded in computer languages. Any separate charge for the service of transmitting
and receiving information between automatic data processing equipment and remote facilities shall be
subject to tax, see paragraph 18.34(3)“c.”

b. Communication service is provided “in this state” only if both the points of origination and
termination of the communication are within the borders of Iowa. Communication service between any
other points is “interstate” in nature and not subject to tax.

c. “Gross receipts” from the sale of communication service in this state shall mean all charges to
any person which are necessary for the ultimate user to secure the service, except those charges which are
in the nature of a sale for resale (see subrule 18.20(4)). Such charges shall be taxable if the charges are
necessary to secure communication service in this state even though payment of the charge may also be
necessary to secure other services. Any charge necessary to secure only interstate communication service
shall not be subject to tax if the nature of the service is separately stated and the charge for the service
separately billed. For the present, the charges imposed by the Federal Communications Commission
and referred to as “access charges for interstate or foreign access services” to an “end user” shall not be
subject to tax if separately stated and billed.

Charges imposed or approved by the utilities division of the department of commerce which are
necessary to secure long distance service in this state, for example, “end user intrastate access charges,”
are taxable. Such charges are taxable whether they result from an expense incurred from operations or
are imposed by the mandate of the utilities division and unrelated to any expense actually incurred in
providing the service.

If company A collects gross receipts from ultimate users for communication services performed in
this state by company B, company A shall treat those gross receipts as its own, collect tax upon them,
and remit the tax to the department. The situation is similar to a consignment sale of tangible personal
property, and tax must be remitted by the company collecting the gross receipts from the users of the
communication services.

https://www.legis.iowa.gov/docs/ico/section/422.42.pdf
https://www.legis.iowa.gov/docs/ico/section/422.43.pdf
https://www.legis.iowa.gov/docs/ico/section/423.1.pdf
https://www.legis.iowa.gov/docs/ico/section/423.2.pdf
https://www.legis.iowa.gov/docs/iac/chapter/701.224.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.31.7.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.34.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.20.pdf
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d. Paging services. A one-way paging service is not a taxable enumerated service in Iowa because
one-way paging only receives information and is not capable of transmitting information. As a result,
this type of pager service is not a two-way transmission.

18.20(2) This subrule is applicable to various specific circumstances involving the sale of
communication services.

a. Companies which bill their subscribers for communication services on a quarterly, semiannual,
annual or any other periodic basis shall include the amount of such billings in their gross receipts. The
date of the billing shall determine the period for which sales tax shall be remitted. Thus, if the date of
a billing is March 31, and the due date for payment of the bill without penalty is April 20, tax upon the
gross receipts contained in the bill shall be included in the sales tax return for the first quarter of the
year. The same principle shall be used to determine when tax will be included in payment of a sales tax
deposit to the department.

b. The gross receipts from the service of transmitting messages, night letters, day letters and all
other messages of similar nature between two or more points within this state are subject to sales tax.

c. Receipts from communication services performed for all divisions, boards, commissions,
agencies or instrumentalities of federal, Iowa, county or municipal government, and private, nonprofit
educational institutions in this state for educational purposes are exempt from tax, except sales to any
tax-levying body used by or in connection with the operation of any municipally owned utility engaged
in selling gas, electricity or heat to the general public are subject to tax.

18.20(3) This subrule is specifically applicable to companies and other persons providing telephone
service in this state. Any reasoning contained in this subrule may also be applied to companies or other
persons providing other communication services.

a. All companies must have a permit for each business office which provides communication
service in this state. The companies must collect and remit tax upon the gross receipts from the operation
of such offices.

b. If a minimum amount is guaranteed to a company from the operation of any coin-operated
telephone, tax shall be computed on the minimum amount guaranteed or the actual taxable gross receipts
collected whichever is the greater.

c. In computing tax due, the federal taxes identified as such, separately billed and payable by the
customer shall be excluded from gross receipts. If the taxes are not separately billed, they shall be subject
to Iowa sales tax.

d. Telegrams and like charges made to the accounts of subscribers and billed by companies
providing telephone service which appear on the subscribers’ toll bills are subject to tax.

e. Charges for directory assistance service rendered in this state shall be subject to tax. Charges
for directory assistance service, separately stated and billed, shall not be subject to tax if the service is
interstate in nature.

f. The gross receipts from the installation or repair of any inside wire which provides electrical
current that allows an electronics device to function shall be subject to tax. Such gross receipts are from
the enumerated service of electrical repair or installation, and are thus subject to tax. The gross receipts
from “inside wire maintenance charges” for services performed under a service or warranty contract
shall also be subject to tax. Depending on circumstances, such receipts are for the enumerated service
of “electrical repair” or are incurred under an “optional service or warranty contract” for an enumerated
service. In either event, the receipts are subject to tax. See rule 701—18.25(422,423).

g. The gross receipts from the rental of any device for home or office use or to provide a
communication service to others shall be fully taxable; such receipts are for the enumerated service
of “rental of tangible personal property.” The gross receipts from rental include rents, royalties, and
copyright and license fees. Any periodic fee for maintenance of the device which is included in the
gross receipts for the rental of the device shall also be subject to tax.

h. The sale of any device, new or used, in place at the time of sale on the customer’s premises or
sold to the customer elsewhere is the sale of tangible personal property, and thus a sale subject to tax. The
sale of an entire inventory of devices may or may not be subject to tax, depending upon whether it does

https://www.legis.iowa.gov/docs/iac/rule/701.18.25.pdf
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or does not come within the purview of the casual sales exemption, see Iowa Code section 422.42(2)
and subrule 18.28(3). Other exemptions may be applicable as well. See Iowa Code section 422.45 and
701—Chapter 17.

i. The gross receipts for the repair or installation of inside wire or the repair or installation of
any electronic device, including a telephone or telephone switching equipment shall, as a general rule,
be subject to tax whether the customer or purchaser is billed by way of a flat fee or flat hourly charge
covering all costs including labor and materials, or by way of a premises visit or trip charge, or by a
single charge covering and not distinguishing between charges for labor and materials, or is billed by
a charge with labor and material segregated, or is billed for labor only. An exception is this: If the
gross receipts are for services on or in connection with new construction, reconstruction, alteration,
expansion or remodeling of a building or structure, the gross receipts shall not be subject to tax. For
further information concerning the conditions under which such gross receipts for repair or installation
would not be subject to tax, see rule 701—19.1(422,423) and 701—subrule 26.2(1).

j. If a company bills a handling charge to a customer for sending the customer an electronic device
by mail or by a delivery service, this charge shall constitute a part of the gross receipts from the sale of
the device and shall be subject to tax. The gross receipts of a mandatory service rendered in connection
with the sale of tangible personal property are considered by the department to be a part of the gross
receipts from the sale of the property itself and thus subject to tax.

k. The purchase or rental of tangible personal property by companies providing communication
services shall be subject to tax.

l. The amount of any deposit paid by a customer to a company providing communication service
if returned to the customer shall not be subject to tax. Any portion of a deposit utilized by a company as
payment for the sale of tangible personal property or a taxable service shall be included in gross receipts
or gross taxable services and shall be subject to tax.

m. On and after July 1, 1997, the gross receipts from sales of prepaid telephone calling cards and
prepaid authorization numbers are subject to tax as sales of tangible personal property.

18.20(4) When one commercial communication company furnishes another commercial
communication company services or facilities which are used by the second company in furnishing
communication service to its customers, such services or facilities furnished to the second company are
in the nature of a sale for resale; and the charges, including any carrier access charges, shall be exempt
from sales tax. The charges for services or facilities initially purchased for resale and subsequently used
or consumed by the second company shall be subject to tax, and the tax shall be collected and paid by
the seller unless the seller has taken a valid exemption certificate in good faith from the purchaser and
other requirements of 701—subrule 15.3(2) are met.

18.20(5) Prior to July 1, 1999, charges for access to or use of what is commonly referred to as the
“Internet” or charges for other contracted on-line services are the gross receipts from the performance
of a taxable service if access is by way of a local or in-state long distance telephone number and if the
predominant service offered is two-way transmission and receipt of information from one site to another
as described in paragraph “a” of subrule 18.20(1). If a user’s billing address is located in Iowa, a service
provider should assume that Internet access or contracted on-line service is provided to that user in Iowa
unless the user presents suitable evidence that the site or sites at which these services are furnished are
located outside this state.

On and after July 1, 1999, gross receipts from charges paid to a provider for access to an on-line
computer service are exempt from tax. An “on-line computer service” is one which provides for or
enables multiple users to have computer access to the Internet. Charges paid to a provider for other
contracted on-line services which do not provide access to the Internet and which are communication
services remain subject to Iowa tax through May 14, 2000.

On and after May 15, 2000, the furnishing of any contracted on-line service is exempt from Iowa tax
if the information is made available through a computer server. The exemption applies to all contracted
on-line services, as long as they provide access to information through a computer server.

18.20(6) The gross receipts paid for the performance of the service of sending or receiving any
document commonly referred to as a “fax” from one point to another within this state are subject to

https://www.legis.iowa.gov/docs/ico/section/422.42.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.28.pdf
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sales tax. See 18.20(1)“a.” Gross receipts paid for the service of providing a telephone line or other
transmission path for the use of what is commonly called a “fax” machine are the gross receipts from the
performance of a taxable service if the points of transmission and receipt of a fax are in this state. See
18.20(1)“a” and “b.”

EXAMPLE A. Klear Kopy Services is located in Des Moines, Iowa. Klear Kopy charges a customer
$2 to transmit a fax (via its machine) to Dubuque, Iowa. The $2 is taxable gross receipts. Midwest
Telephone Company charges Klear Kopy $500 per month for the intrastate communications on Klear
Kopy’s dedicated fax line. The $500 is also gross receipts from a taxable communication service.

EXAMPLE B. The XYZ Law Firm is located in Des Moines, Iowa. The firm owns a fax machine and
uses the fax machine in the performance of its legal work to transmit and receive various documents.
The firm does not perform faxing services but will, on billings for legal services to clients, break out the
amount of a billing which is attributable to expenses for faxing. For example, “bill to John Smith for
August, 1997, $1,000 for legal services performed, fax expenses which are part of this billing—$30.”
The $30 is not gross receipts for the performance of any taxable service, the faxing service performed
being only incidental to the performance of the nontaxable legal services.

EXAMPLEC. The TUVHospital is located in Cedar Rapids, Iowa. The surgeons successfully perform
delicate brain surgery on patient W. To perform that surgery it was necessary for the surgeons to consult
with a number of colleagues; the consultation was via email. After the operation, the TUV Hospital sent
patient W a bill for $10,000 of nontaxable hospital services. Listed as an expense is “email—$200.” The
email services are performed incidentally to the nontaxable hospital services; therefore, the $200 is not
taxable gross receipts.

EXAMPLED. D is a dentist practicing in Mason City, Iowa. D subscribes to an on-line service which,
in return for a monthly fee, informs its subscribers of the latest dental surgery techniques and advises
them about how these techniques can be applied to individual patients. After consultation on patient
E’s problem through the on-line service, D performs complex surgery on patient E. D’s bill to patient E
reads as follows: “dental reconstruction—$2,750; on-line consultation portion—$240.” The $240 is not
taxable gross receipts, this charge being incidental to the nontaxable charge for dental work.

18.20(7) Communication service, telecommunications service, ancillary service, and other similar
communication service.

a. Purpose. This subrule covers various provisions related to communication service,
telecommunications service, ancillary service, and other similar communication service.

b. Definitions.
(1) “Air-to-ground radio telephone service” means a radio service in which common carriers are

authorized to offer and provide radio telecommunications service for hire to subscribers in aircraft.
(2) “Ancillary services” means services that are associated with or incidental to the provision of a

telecommunications service. The term includes, but is not limited to, detailed communications billing
service, directory assistance, vertical service, and voice mail services.

(3) “Call-by-call basis”means any method of charging for telecommunications services where the
price is measured by individual calls.

(4) “Communications channel” means a physical or virtual path of communications over which
signals are transmitted between or among customer channel termination points.

(5) “Communication service” means the act of communicating using any system or the act of
transmission and receipt of information between two or more points. Each point must be capable of
both transmitting and receiving information if communication is to occur. The term “communication
service” includes, but is not limited to, the transmission and receipt of sound, printed materials (including
letters and other materials), other images perceived visually and data encoded in computer languages.
Communication service also includes telecommunications service, ancillary service and other similar
communication service.

(6) “Conference bridging service” means an ancillary service that links two or more participants
of an audio or video conference call and may include the provision of a telephone number. Conference
bridging service does not include telecommunications services used to reach the conference bridge.

https://www.legis.iowa.gov/docs/iac/rule/701.18.20.pdf
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(7) “Customer” means the person or entity that contracts with the seller of telecommunications
services. If the end user of telecommunications services is not the contracting party, the end user of the
telecommunications service is the customer of the telecommunications service. For purposes of sourcing
sales of telecommunications services, the end user of the telecommunications service is the customer of
the telecommunications service when the end user is not also the contracting party. “Customer” does not
include a reseller of telecommunications service or for mobile telecommunications service of a serving
carrier under an agreement to serve the customer outside the home service provider’s licensed service
area.

(8) “Customer channel termination point” means the location where the customer either inputs or
receives the communications.

(9) “Detailed telecommunications billing service”means an ancillary service of separately stating
information pertaining to individual calls on a customer’s billing statement.

(10) “Directory assistance” means an ancillary service of providing telephone number information
and address information.

(11) “End user” means the person who utilizes the telecommunication service. In the case of an
entity, “end user” means the individual who utilizes the service on behalf of the entity.

(12) “Fixed wireless service” means a telecommunications service that provides radio
communication between fixed points.

(13) “Home service provider” means the same as defined in Section 124(5) of Public Law
106-252, 4 U.S.C. § 124(5) (Mobile Telecommunications Sourcing Act). The home service provider
is the facilities-based carrier or reseller with which the customer contracts for the provision of mobile
telecommunications services.

(14) “Interstate”means a telecommunications service that originates in one United States state or a
United States territory or possession and terminates in a different United States state or a United States
territory or possession.

(15) “Intrastate” means a telecommunications service that originates in one United States state or
a United States territory or possession and terminates in the same United States state or a United States
territory or possession.

(16) “Mobile telecommunications service” means commercial mobile radio service; that is, a radio
communication service carried on between mobile stations or receivers and land stations and by mobile
stations communicating among themselves.

(17) “Mobile wireless service” means a telecommunications service that is transmitted, conveyed,
or routed regardless of the technology used, whereby the origination and/or termination points of the
transmission, conveyance, or routing are not fixed, including, by example only, telecommunications
services that are provided by a commercial mobile radio service provider.

(18) “Paging service” means a telecommunications service that provides transmission of coded
radio signals for the purpose of activating specific pagers. This transmission may include messages and
sounds.

(19) “Pay telephone service” means a telecommunications service provided through any pay
telephone. Pay telephone service also includes coin operated telephone service paid for by inserting
money into a telephone accepting direct deposits of money to operate.

(20) “Place of primary use” means the street address representative of where the customer’s use
of the telecommunications service primarily occurs, which must be the residential street address or the
primary business street address of the customer. In the case of mobile telecommunications services, the
place of primary use must be within the licensed service area of the home service provider.

(21) “Postpaid calling service” means the telecommunications service obtained by making a
payment on a call-by-call basis, either through use of a credit card or payment mechanism such as a
bank card, travel card, credit card or debit card, or by charge made to a telephone number which is not
associated with the origination or termination of the telecommunications service. A postpaid calling
service includes a telecommunications service, except a prepaid wireless calling service that would be
a prepaid calling service except it is not exclusively a telecommunication service.
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(22) “Prepaid calling service” means the right to access exclusively telecommunications services,
which must be paid for in advance and which enable the origination of calls using an access number or
authorization code, whether manually or electronically dialed, and that are sold in predetermined units
or dollars of which the number declines with use in a known amount.

(23) “Prepaid wireless calling service” means a telecommunications service that provides the
right to utilize mobile wireless service as well as other non-telecommunications services, including the
download of digital products delivered electronically, content and ancillary services, which must be
paid for in advance that is sold in predetermined units or dollars of which the number declines with use
in a known amount.

(24) “Private communication service” means a telecommunication service that entitles the
customer to exclusive or priority use of a communications channel or group of channels between or
among termination points, regardless of the manner in which such channel or channels are connected,
and includes switching capacity, extension lines, stations, and any other associated services that are
provided in connection with the use of such channel or channels.

(25) “Residential telecommunications service” means a telecommunications service or ancillary
services provided to an individual for personal use at a residential address, including an individual
dwelling unit, such as an apartment. In the case of institutions where individuals reside, such as schools
or nursing homes, telecommunications service is considered residential if it is provided to and paid for
by an individual resident rather than the institution.

(26) “Service address” means:
1. The location of the telecommunications equipment to which a customer’s call is charged and

from which the call originates or terminates, regardless of where the call is billed or paid.
2. If the location in numbered paragraph “1” of this subparagraph is not known, “service address”

means the origination point of the signal of the telecommunications services first identified by either the
seller’s telecommunications system or in information received by the seller from its service provider,
where the system used to transport such signals is not that of the seller.

3. If the locations in numbered paragraphs “1” and “2” of this subparagraph are not known, the
service address means the location of the customer’s place of primary use.

(27) “Telecommunications service” means the electronic transmission, conveyance, or routing of
voice, data, audio, video, or any other information or signals to a point, or between or among points.
The term includes any transmission, conveyance, or routing in which computer processing applications
are used to act on the form, code, or protocol of the content for purposes of transmission, conveyance,
or routing without regard to whether such service is referred to as voice-over Internet protocol
services or is classified by the Federal Communications Commission as enhanced or value-added.
“Telecommunications service” does not include the following:

1. Data processing and information services that allow data to be generated, acquired, stored,
processed, or retrieved and delivered by an electronic transmission to a purchaser where the purchaser’s
primary purpose for the underlying transaction is the processed data or information;

2. Installation or maintenance of wiring or equipment on a customer’s premises;
3. Tangible personal property;
4. Advertising, including but not limited to directory advertising;
5. Billing and collection services provided to third parties;
6. Internet access service;
7. Radio and television audio and video programming services, regardless of the medium,

including the furnishing of transmission, conveyance, or routing of the service by the programming
service provider. Radio and television audio and video programming services shall include, but not be
limited to, cable service and audio and video programming services delivered by a commercial mobile
radio service provider;

8. Ancillary service;
9. Digital products delivered electronically, including but not limited to software, music, video,

reading materials or ring tones.
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(28) “Value-added non-voice data service” means a service that otherwise meets the definition of
telecommunications services in which computer processing applications are used to act on the form,
content, code, or protocol of the information or data primarily for a purpose other than transmission,
conveyance, or routing.

(29) “Vertical service” means an ancillary service that is offered in connection with one or more
telecommunications services, which offers advanced calling features that allow customers to identify
callers and to manage multiple calls and call connections. Nonexclusive examples of vertical service
include call forwarding, caller ID, three-way calling, and conference bridging services.

(30) “Voice mail service” means an ancillary service that enables the customer to store, send, or
receive recorded messages. Voice mail service does not include any vertical services that the customer
may be required to have in order to utilize the voice mail service.

c. Taxable communication service, telecommunications service, ancillary service, and
other similar communication service. The sales price from the sale of communication service,
telecommunications service, ancillary service, and other similar communication service is subject to the
sales or use tax. The following is a nonexclusive list of services subject to the Iowa sales and use tax:

(1) Air-to-ground radio telephone service;
(2) Ancillary services except detailed communications billing service;
(3) Conference bridging service;
(4) Fixed wireless service;
(5) Mobile wireless service;
(6) Pay telephone service;
(7) Postpaid calling service;
(8) Prepaid calling service;
(9) Prepaid wireless calling service;
(10) Private communication service;
(11) Residential telecommunications service.
d. Nontaxable communication service, telecommunications service, ancillary service, and other

similar communication service. The following services are not subject to the Iowa sales and use tax:
(1) Detailed communications billing service;
(2) Internet access fees or charges;
(3) One-way paging services that only receive information and are not capable of transmitting

information;
(4) Value-added non-voice data service;
(5) Any charge necessary to secure only interstate communication service if the nature of the

service is separately stated and the charge for the interstate service is separately billed.
e. Sourcing of telecommunications services.
(1) General sourcing principles apply to telecommunications services unless the service falls under

one of the exceptions set out in paragraph “e.”
(2) Exceptions. The following telecommunications services and products are sourced in

accordance with the principles set out in subparagraph (2):
1. Mobile telecommunications service is sourced to the place of primary use, unless the service is

prepaid wireless calling service.
2. Prepaid calling service is sourced as provided under Iowa Code section 423.15. However, if the

seller has sufficient information available, the sale of prepaid wireless calling service may be sourced to
the location of the place of primary use.

3. A sale of a private telecommunications service is sourced as follows:
● Service for a separate charge related to a customer channel termination point is sourced to each

level of jurisdiction in which the customer channel termination point is located.
● Service where all customer termination points are located entirely within one jurisdiction or

levels of jurisdiction is sourced in the jurisdiction in which the customer channel termination points are
located.

https://www.legis.iowa.gov/docs/ico/section/423.15.pdf
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● Service for segments of a channel between two customer channel termination points located
in different jurisdictions and which segments of channel are separately charged is sourced 50 percent in
each level of jurisdiction in which the customer channel termination points are located.

● Service for segments of a channel located in more than one jurisdiction or levels of jurisdiction
and which segments are not separately billed is sourced in each jurisdiction based on the percentage
determined by dividing the number of customer channel termination points in the jurisdiction by the
total number of customer channel termination points.

4. The sale of Internet access service is sourced to the customer’s place of primary use.
5. The sale of an ancillary service is sourced to the customer’s place of primary use.
6. A postpaid calling service is sourced to the origination point of the telecommunications signal

as first identified by either (a) the seller’s telecommunications system or (b) information received by the
seller from its service provider, where the system used to transport the signals is not that of the seller.

7. The sale of telecommunications service sold on a call-by-call basis is sourced to (a) each level
of taxing jurisdiction where the call originates and terminates in that jurisdiction or (b) each level of
taxing jurisdiction where the call either originates or terminates and in which the service address is also
located.

8. The sale of telecommunications services sold on a basis other than a call-by-call basis is sourced
to the customer’s place of primary use.

9. The sale of the following telecommunication services is sourced to each level of taxing
jurisdiction as follows:

● A sale of mobile telecommunications services, other than prepaid calling service, is sourced
to the customer’s place of primary use as required by the federal Mobile Telecommunications Sourcing
Act.

● A sale of postpaid calling service is sourced to the origination point of the telecommunications
signal as first identified by either (a) the seller’s telecommunications system or (b) information received
by the seller from its service provider, where the system used to transport such signals is not that of the
seller.

f. Bundled transaction.
(1) A “bundled transaction” is the retail sale of two or more products where (a) the products are

otherwise distinct and identifiable, and (b) the products are sold for one non-itemized price. A bundled
transaction does not include the sale of any products in which the sales price varies or is negotiable based
on the selection by the purchaser of the products included in the transaction.

(2) In the case of a bundled transaction that includes any of the following: telecommunications
service, ancillary service, Internet access, or audio or video programming service:

1. If the price is attributable to products that are taxable and products that are nontaxable, the
portion of the price attributable to the nontaxable products will be subject to tax unless the provider can
identify by reasonable and verifiable standards such portion from its books and records that are kept in
the regular course of business for other purposes, including, but not limited to, non-tax purposes.

2. If the price is attributable to products that are subject to tax at different tax rates, the total price
may be treated as attributable to the products subject to tax at the highest tax rate unless the provider
can identify by reasonable and verifiable standards the portion of the price attributable to the products
subject to tax at the lower rate from its books and records that are kept in the regular course of business
for other purposes, including but not limited to non-tax purposes.

3. The provisions of this subrule shall apply unless otherwise provided by federal law.
g. Direct pay permit. The department may issue a direct pay permit that allows the holder to

purchase tangible personal property or taxable services without payment of the tax to the seller. The
direct pay permit holder cannot use the direct pay permit for the purchase of communication service,
telecommunications service, ancillary services, or other similar communication service. The seller
should charge and collect the sales or use tax from the purchaser on the taxable sales of communication
service, telecommunications service, ancillary services, and other similar communication service.

h. Credit. A taxpayer subject to sales or use tax on communication service, telecommunications
service, ancillary service or other similar communication service who has paid any legally imposed sales
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or use tax on such service to another jurisdiction outside the state of Iowa is allowed a credit against
the sales or use tax imposed by the state of Iowa equal to the sales or use tax paid to the other taxing
jurisdictions.

i. Sales of communication service, telecommunications service, ancillary service, or other
similar communication service to the United States government or the state government of Iowa. Sales
of communication service, telecommunications services, ancillary services, or other similar
communication service to the United States government or its agencies or to the state of Iowa or its
agencies are not subject to sales or use tax. In order to be a sale to the United States government or
to the state government of Iowa, the government or agency involved must make the purchase of the
services and pay directly to the vendor the purchase price of the services. Telecommunications service
providers should obtain an exemption certificate from each agency for their records.

j. Retailers liable for collecting and remitting tax. Retailers that sell taxable communication
service, telecommunications service, ancillary services, or other similar communication service are
liable for collecting and remitting the state sales or use tax and any applicable local sales tax on the
amounts of the sales.

This rule is intended to implement Iowa Code sections 34A.7(1)“c”(2), 422.42(2), 422.42(3),
422.43(9), 422.45(5), 422.45(8), 422.45 and 422.51(1) and Iowa Code Supplement section 422.45 as
amended by 2000 Iowa Acts, chapter 1189, section 29.
[ARC 8021B, IAB 7/29/09, effective 9/2/09; ARC 9814B, IAB 10/19/11, effective 11/23/11; ARC 4309C, IAB 2/13/19, effective
3/20/19]

701—18.21(422,423) Morticians or funeral directors. A mortician or funeral director is engaged in
the business of selling both tangible personal property and funeral services. Examples of the former
are caskets, other burial containers, flowers, and grave clothing. Examples of the latter are cremation,
transportation by hearse and embalming. Tax is due only upon gross receipts from the sale of tangible
personal property and taxable services, and not upon gross receipts from the sale of nontaxable services.

If a mortician or funeral director separately itemizes charges for tangible personal property, taxable
services and nontaxable services, as required by the rules of the Federal Trade Commission, or Iowa
Code section 523A.8(1)“b,” whichever is applicable, tax is due only upon the gross receipts from the
sales of tangible personal property and taxable services. If contrary to the rules or the statute, or if the
applicable rules are rescinded or the statute repealed, and the mortician or funeral director charges a
lump sum to a customer covering the entire cost of the funeral without dividing the charges for sales of
tangible personal property and taxable and nontaxable services, the mortician or funeral director shall
report the full amount of the funeral bill less any cash advanced by the mortician or funeral director,
with tax due on 50 percent of the difference. Kistner v. Iowa State Board of Assessment and Review, 224
Iowa 404, 280 N.W. 587 (1938). Cash advance items may include, but are not limited to, the following:
cemetery or crematory services, pallbearers, public transportation, clergy honoraria, flowers, musicians,
singers, nurses, obituary notices, gratuities, and death certificates.

The mortician or funeral director is considered to be purchasing caskets, outer burial containers,
and grave clothing for resale, and may purchase these items from suppliers without payment of
tax. The mortician or director should present the supplier with a certificate of resale as set out in
rule 701—15.3(422,423). A mortician or director is considered to be the user or consumer of office
furniture and equipment, funeral home furnishings, advertising calendars, booklets, motor vehicles
and accessories, embalming equipment, instruments, fluid and other chemicals used in embalming,
cosmetics, and grave equipment, stretchers, baskets, and other items if title or possession does not pass
to the customer. Kistner, supra.

For purposes of this rule, the terms of morticians or funeral directors shall also include cemeteries,
cemetery associations and anyone engaged in activities similar to those discussed in the rule.

This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 423.1 and 423.2.

701—18.22(422,423) Physicians, dentists, surgeons, ophthalmologists, oculists, optometrists, and
opticians. Physicians, dentists, surgeons, ophthalmologists, oculists, optometrists, and opticians shall
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not be liable for tax on services rendered such as examinations, consultations, diagnosis, surgery and
other kindred services, nor on the applicable exemptions prescribed under 701—Chapter 20.

The purchase of materials, supplies, and equipment by these persons is subject to tax unless the
particular item is exempt from tax when purchased by an individual for the individual’s own use. For
example, the purchase for use in the office of prescription drugs would not be subject to tax nor would
the purchase of prosthetic devices such as artificial limbs or eyes.

Sales of tangible personal property to dentists, which are to be affixed to the person of a patient as an
ingredient or component part of a dental prosthetic device, are exempt from tax. These include artificial
teeth, and facings, dental crowns, dental mercury and acrylic, porcelain, gold, silver, alloy, and synthetic
filling materials.

Sales of tangible personal property to physicians or surgeons, which are prescription drugs to be
used or consumed by a patient, are exempt from tax.

Sales of tangible personal property to ophthalmologists, oculists, optometrists, and opticians, which
are prosthetic devices designed, manufactured, or adjusted to fit a patient, are exempt from tax. These
include prescription eyeglasses, contact lenses, frames, and lenses.

The purchase by such persons of materials such as pumice, tongue depressors, stethoscopes, which
are not in themselves exempt from tax, would be subject to tax when purchased by such professions.

The purchase of equipment, such as an X-ray machine, X-ray photograph or frames for use by such
persons is subject to tax. On the other hand, the purchase of an item of equipment that is utilized directly
in the care of an illness, injury or disease, which item would be exempt if purchased directly by the
patient, is not subject to tax.

This rule is intended to implement Iowa Code sections 422.42(3), 422.43, 422.45(13-15), 423.2 and
423.4(4).

701—18.23(422) Veterinarians. Purchase of food, drugs, medicines, bandages, dressings, serums,
tonics, and the like, but not to include tools and equipment, which are used in treating livestock raised
as part of agricultural production is exempt from tax. Where these same items are used in treating
animals maintained as pets for hobby purposes, sales tax is due. See rule 701—18.48(422,423) for an
exemption for machinery used in livestock or dairy production which may be applicable to veterinarians
but should be claimed only with caution by them.

A veterinarian engaged in retail sales, in addition to furnishing professional services, must account
for sales tax on the gross receipts from such sales.

This rule is intended to implement Iowa Code sections 422.42(3) and 422.43.

701—18.24(422,423) Hospitals, infirmaries and sanitariums. Hospitals, infirmaries, sanitariums, and
like institutions are engaged primarily in rendering services. These facilities shall not be subject to tax
on their purchases of items of tangible personal property exempt under 701—Chapter 20 when the items
would be exempt if purchased by the individual and if the item is used substantially for the tax-exempt
purpose. See rule 18.59(422,423) for an exemption applicable to sales of goods and furnishing of services
on and after July 1, 1998, to a nonprofit hospital.

Hospitals, infirmaries, and sanitariums may be the purchasers for use or consumption of tangible
personal property used or consumed in furnishing services. Modern Dairy Co. v. Department of
Revenue, 413 Ill. 55, 108 N.E.2d 8 (1952). However, tangible personal property can be purchased for
resale by these facilities and, if purchased for resale, is exempt from tax on the purchases. Burrows
Co. v. Hollingsworth, 415 Ill. 202, 112 N.E.2d 706 (1953); Fefferman v. Marohn, 408 Ill. 542, 97 N.E.2d
785 (1951). Property is purchased for resale if the conditions in subrule 18.31(1) are applicable. See
also 701—subrule 15.3(2) with respect to resale exemption certificates.

Depending upon the circumstances, a nonprofit facility may be a charitable institution or
organization; a profit facility is not. Northwest Community Hospital v. Board of Review of City of Des
Moines, 229 N.W.2d 738 (Iowa 1975); Readlyn Hospital v. Hoth, 223 Iowa 341, 272 N.W. 90 (1937).
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Sales by these nonprofit facilities would be exempt from tax if the requirements of Iowa Code section
422.45(3) are met. See rule 701—17.1(422,423).

This rule is intended to implement Iowa Code section 422.45 as amended by 1998 Iowa Acts, House
File 2513, and chapter 423.

701—18.25(422,423) Warranties and maintenance contracts.
18.25(1) In general—definitions. “Mandatory warranty.” A warranty is mandatory within the

meaning of this regulation when the buyer, as a condition of the sale, is required to purchase the
warranty or guaranty contract from the seller. “Optional warranty.” A warranty is optional within the
meaning of this regulation when the buyer is not required to purchase the warranty or guaranty contract
from the seller.

18.25(2) Mandatory warranties. When the sale of tangible personal property or services includes
the furnishing or replacement of parts or materials which are pursuant to the guaranty provisions of the
sales contract, a mandatory warranty exists. If the property subject to the warranty is sold at retail, and
the measure of the tax includes any amount charged for the guaranty or warranty, whether or not such
amount is purported to be separately stated from the purchase price, the sale of replacement parts and
materials to the seller furnishing them thereunder is a sale for resale and not taxable. Labor performed
under a mandatory warranty which is in connection with an enumerated taxable service is also exempt
from tax.

18.25(3) Optional warranties. For periods after June 30, 1981.
a. The sale of optional service or warranty contracts which provide for the furnishing of labor and

materials and require the furnishing of any taxable service enumerated under Iowa Code section 422.43
is considered a sale of tangible personal property the gross receipts from which are subject to tax at the
time of sale except as described below.

b. On and after July 1, 1995, the sale of a residential service contract regulated under Iowa Code
chapter 523C is not considered to be the sale of tangible personal property, and gross receipts from the
sales of these service contracts are no longer subject to tax, and the gross receipts from taxable services
performed for the providers of residential service contracts are now subject to tax. See the examples
below for more detailed explanation. A “residential service contract” is defined in Iowa Code subsection
523C.1(8) to be: a contract or agreement between a residential customer and a service company which
undertakes, for a predetermined fee and for a specified period of time, to maintain, repair, or replace
all or any part of the structural components, appliances, or electrical, plumbing, heating, cooling, or
air-conditioning systems of residential property containing not more than four dwelling units.

EXAMPLEA. John Jones purchases a residential service contract for $3,000 on July 1, 1994. He pays
$150 of Iowa state sales tax. On December 1, 1994, his furnace malfunctions. The service company
which sold Mr. Jones the contract pays Smith Furnace Repair $700 to fix the furnace. No sales tax is due
on the $700 charge.

EXAMPLE B. Bob Jones purchases a residential service contract for $3,000 on July 1, 1995. No sales
tax is owing or paid. On December 1, 1995, his furnace becomes inoperable. The service company
which sold Mr. Jones the contract pays Smith Furnace Repair $900 to fix Mr. Jones’ furnace. Sales tax
of $45 is due based on the $900.

c. On and after July 1, 1998, if an optional service or warranty contract is a computer software
maintenance or support service contract and the contract provides for the furnishing of technical support
services only and not for the furnishing of any materials, then no tax is imposed on the furnishing of those
services under this subrule. If a computer software maintenance or support service contract provides for
the performance of nontaxable services and the taxable transfer of tangible personal property, and no
separate fee is stated for either the performance of the service or the transfer of the property, then state
sales tax of 5 percent shall be imposed on 50 percent of the gross receipts from the sale of the contract. If
a charge for the performance of the nontaxable service is separately stated, see subrule 18.25(5) below.

18.25(4) A preventive maintenance contract is a contract which requires only the visual inspection
of equipment and no repair is or shall be included. The gross receipts from the sale of a preventive
maintenance contract is not subject to tax.
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18.25(5) Additional charges for parts and labor furnished in addition to that covered by a warranty
or maintenance contract which are for enumerated taxable services shall be subject to tax. Only parts and
not labor will be subject to tax where a nontaxable service is performed if the labor charge is separately
stated.

This rule is intended to implement Iowa Code sections 422.42 and 423.2 and Iowa Code Supplement
section 422.43 as amended by 1998 Iowa Acts, Senate File 2288.

701—18.26(422) Service charge and gratuity. When the purchase of any food, beverage or meals
automatically and invariably results in the inclusion of a mandatory service charge to the total price for
such food, beverage or meal, the amounts so included shall be subject to tax. The term “service charge”
means either a fixed percentage of the total price of or a charge for food, beverage or meal.

The mandatory service charge shall be considered: (1) a required part of a transaction arising from
a taxable sale and a contractual obligation of a purchaser to pay to a vendor arising directly from and as
a condition of the making of the sale and (2) a fixed labor cost included in the price for food, beverage
or meal even though such charge is separately stated from the charge for the food, beverage or meal.

When a gratuity is voluntarily given for food, beverage or meal it shall be considered a tip and not
subject to tax.

Cohen v. Playboy Club International, Inc., 19 Ill. App. 3d 215, 311 N.E.2d 336; Baltimore Country
Club, Inc. v. Comptroller of Treasury, 272 Md. 65, 321 A.2d 308.

This rule is intended to implement Iowa Code section 422.43.

701—18.27(422) Advertising agencies, commercial artists, and designers.
18.27(1) Nontaxable services. Tax does not apply to charges by advertising agencies, commercial

artists, or designers for services rendered that do not represent services that are a part of a sale of
tangible personal property, or a labor or service cost in the production of tangible personal property.
Examples of such nontaxable services are: writing original manuscripts and news releases; writing
copy for use in newspapers, magazines, or other advertising, or to be broadcast on television or radio,
compiling statistical and other information; placing or arranging for the placing of advertising in media,
such as newspapers, magazines, or other publications; billboards and other facilities used in public
transportation; and delivering or causing the delivery of brochures, pamphlets, cards, and similar items.
Charges for such items as supervision, consultation, research, postage, express, transportation and
travel expense, if involved in the rendering of such services, are likewise not taxable.

18.27(2) Agency fee or commission. When an amount billed as an agency “fee,” “service charge,” or
“commission” represents a charge or part of the charge for any of the nontaxable services described under
18.27(1), the amount so billed is not taxable. Such charge by an advertising agency will be considered
to be made for nontaxable services.

18.27(3) Items taxable. The tax applies to the entire amount charged to clients for items of tangible
personal property such as drawings, paintings, designs, photographs, lettering, assemblies and printed
matter. This includes the cost of typography and reproduction proofs when the latter is used as part of a
paste-up, “mechanical” or assembly. Whether the items of property are used for reproduction or display
purposes is immaterial.

18.27(4) Preliminary art. “Preliminary art” as used herein means roughs, visualizations,
comprehensives and layouts prepared for acceptance by clients before a contract is entered into or
approval is given for finished art. (“Finished art” as used herein means the final art used for actual
reproduction by photo-mechanical or other processes.) Tax does not apply to separate charges for
preliminary art, except where the preliminary art becomes physically incorporated into the finished art
as for example, when the finished art is made by inking directly over a pencil sketch or drawing, or the
approved layout is used as camera copy for reproduction.

The charge for preliminary art must be billed separately to the client, either on a separate billing or
separately charged for on the billing for the finished art. It must be clearly identified on the billing as
preliminary art, of one or more of the types mentioned in the preceding paragraph. Proof of ordering or
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producing the preliminary art prior to date of contract or approval for finished art shall be evidenced by
purchase orders of the buyer, or by work orders or other records of the seller.

The following situations are examples of when the sale of “finished art” is taxable:
a. Finished art which is sold to customers to be used for advertising purposes in newspapers,

magazines or the like. After the advertiser contracts with the ad agency for the development of an
advertising message or theme, the agency devises ideas (preliminary art) and produces the finished art.
The finished art is then delivered to the advertiser or to an agent of the advertiser such as a printer or
publisher who is under contract with the advertiser to publish the ad.

b. Finished art which is sold to customers, or their agents (e.g., printers), for use in producing
printed material. The charge for finished art is taxable even though the art work may later be returned to
the ad agency by the purchaser or the printer or used by the customer or the customer’s agent to produce
a nontaxable item. Since the finished art is not a part of the printed materials, the ad agency’s customer
is consuming the material and not buying it for resale, or using it in an exempt manner.

c. Finished art which is used to produce other tangible personal property sold by the ad agency
such as letterhead stationery and business cards. The charge for such art is taxable as part of the selling
price for such stationery or business cards. This is true whether or not the agency separately itemizes the
charge for such stationery or business cards.

18.27(5) Items purchased by agency, artist or designer. An advertising agency, artist, or designer is
the consumer of tangible personal property used in the operation of its business, such as stationery, ink,
paint, tools, drawing tables, T-squares, pens, pencils, and other office supplies. Tax applies to the sale
of such property to the agency, artist, or designer. Tax also applies where the agency, artist or designer
is the consumer of taxable services.

The agency, artist, or designer is the seller of, and may purchase for resale, any item resold before
use, or that becomes physically an ingredient or component part of tangible personal property sold,
as, for example, illustration board, paint, ink, rubber cement, flap paper, wrapping paper, photographs,
photostats, or art purchased from other artists. Tax also applies where the agency, artist, or designer is
the seller at retail of taxable services.

In the event that an agency, artist, or designer is both a consumer and a retailer of such items of
tangible personal property as noted in this subsection, such agency, artist or designer should:

a. Purchase such items without tax liability if the majority of the items are sold at retail and remit
the tax at the time of resale or at the time such items are consumed in the operation of the business.

b. Pay tax to suppliers at the time of purchase if the majority of the items will be consumed in the
operation of the business and deduct the original cost of any such items subsequently sold at retail when
reporting tax on their returns.

18.27(6) Construction. Nothing contained in this rule shall be construed to provide for an exemption
from tax for services expressly taxable in rules 701—26.17(422) and 26.39(422).

18.27(7) Advertising agencies, commercial artists and designers as agent of client or as a nonagent.
a. In general. A true agent relationship depends upon the facts with respect to each transaction.

An agent is one who represents another, called the principal, in dealings with third persons. Advertising
agencies, commercial artists, and designers may act as agents on behalf of their clients in dealing with
third persons or theymay act on their own behalf. To the extent advertising agencies, artists and designers
act as agents of their clients in acquiring tangible personal property, they are neither purchasers of the
property with respect to the supplier nor sellers of the property with respect to their principals.

b. When advertising agencies, commercial artists, and designers act as agents of their clients in
purchasing property for their clients, the tax applies to the gross receipts from the sale of such property
to the advertising agencies, commercial artists, and designers. Unless such advertising agencies,
commercial artists and designers act as true agents, they will be regarded as the retailers of tangible
personal property furnished to their clients and the tax will apply to the total amount received for such
property. Further, nothing in this rule should be construed to be in variance with the opinion of the Iowa
Supreme Court in Rowe vs. Iowa State Tax Commission, 249 Iowa 1207, 91 N.W.2d 548 (1958).
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c. To establish that a particular acquisition is made in the capacity of an agent for a client,
advertising agencies, commercial artists, and designers (collectively herein referred to as agency) shall
act as follows:

1. The agency must clearly disclose to the supplier the name of the client for whom the agency is
acting as an agent.

2. The agency must obtain, prior to the acquisition, and retain written evidence of agent status
with the client.

3. The price billed to the client, exclusive of any agency fee, must be the same as the amount paid
to the supplier. The agencymaymake no use of the property for its own account, such as commingling the
property of a client with another, and the reimbursement for the property should be separately invoiced
or shown separately on the invoice to the client.

d. Some charges may represent reimbursement for tangible personal property acquired by the
agency as agents for its clients and compensation for performing of agency services related thereto. When
an advertising agency, commercial artist, or designer establishes that it has acquired tangible personal
property as agents for its clients, tax does not apply to the charge made by the agency to its client for
reimbursement charges by a supplier or to the charges made for the performance of the agency’s services
directly related to the acquisition of personal property.

e. Advertising agencies, commercial artists, and designers acting as agents shall not issue resale
certificates to suppliers.

f. Advertising agencies, commercial artists, and designers act as retailers of all items of tangible
personal property produced or fabricated by their own employees when they sell to their clients.
Advertising agencies, commercial artists, and designers are not agents of their clients with respect to
the acquisition of materials incorporated into items of tangible personal property prepared by their
employees and sold at retail to their clients.

18.27(8) Scope. The scope of this rule is not confined simply to advertising agencies, commercial
artists and designers, but also applies to all other businesses whose activities would bring them within
the scope of this rule (e.g., printers).

This rule is intended to implement Iowa Code sections 422.43 and 423.2.

701—18.28(422,423) Casual sales.
18.28(1) Casual sales by persons not retailers or by retailers outside the regular course of

business. Casual sales are exempt from the Iowa sales and use taxes except for the casual sale of
vehicles subject to registration, and vehicles subject only to the issuance of a certificate of title. On and
after July 1, 1988, the casual sale of aircraft is also taxable. In order for a casual sale to qualify for
exemption under this subrule, two conditions must be present: (1) the sale of tangible personal property
or taxable services must be of a nonrecurring nature, and (2) the seller, at the time of the sale, must
not be engaged for profit in the business of selling tangible goods or services taxed under Iowa Code
section 422.43 or, if so engaged, the sale must be outside the regular course of the seller’s business
(Order of State Board of Tax Review, Martin Development Corporation, Docket No. 136, December
1, 1976, incorporating by reference Order of Department of Revenue Hearing Officer in Docket
No. 75-28-6A-A, July 9, 1976). See subrule 18.28(2) for an explanation of the casual sale exemption
applicable to the liquidation of a trade or business.

If either of the conditions above are lacking, no casual sale occurs. Moreover, prior to July 1, 1985,
the casual sale exemption was limited to sales of tangible personal property, and casual enumerated
taxable services did not qualify for the exemption. KTVO, Inc. v. Bair, Equity No. 385 Linn County
District Court, September 5, 1975.

For the purposes of this subrule, the word “aircraft” refers to any contrivance now known or hereafter
invented, which is designed or used for navigation of or flight in the air, for the purpose of transporting
persons, property, or both or for crop dusting, aerial surveillance, recreational flying, or for providing
some other service. By way of nonexclusive example, balloons, gliders, helicopters, and “ultra lights”
are aircraft. Also included within the meaning of the word “aircraft” is any craft registered under Iowa
Code section 328.20 or any successor statute thereto.
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Sales of capital assets such as equipment, machinery, and furnishings which are not sold as inventory
shall be deemed outside the regular course of business (including sales of capital assets during a retailer’s
liquidation) and the casual sales exemption shall apply as long as such sales are nonrecurring. This
will include transactions exempted from state and federal income tax under Section 351 of the Internal
Revenue Code.

Two separate selling events outside the regular course of business within a 12-month period
shall be considered nonrecurring. Three such separate selling events within a 12-month period shall
be considered as recurring. Tax shall only apply commencing with the third separate selling event.
However, in the event that a sale event occurs consistently over a span of years, such sale is recurring
and not casual, even though only one sales event occurs each year. Des Moines Police Department
v. Bair, Equity No. CE3-1591, Polk County District Court, November 1, 1976.

EXAMPLE: Corporation A sells the company copy machine at retail to B. At the time of this sale,
Corporation A is engaged in the business for profit of selling clothes at retail. Assuming that the sale
of the copy machine constitutes a sale of a nonrecurring nature, there is a casual sale because the sale is
outside the regular course of Corporation A’s business.

EXAMPLE: Corporation C is engaged in the business of lending money secured by collateral. In the
course of such business, Corporation C must repossess some collateral and sell it at retail for purposes of
payment of loans. Such sales recur from time to time. Notwithstanding that Corporation C is presumably
not engaged in the business of selling tangible goods or services for a profit, since the sales are recurring,
there is no casual sale. S & M Finance Co., Fort Dodge v. Iowa State Tax Commission, 1968, Iowa 162
N.W.2d 505.

EXAMPLE: F, a farmer, does not sell tangible personal property at retail or engage in the performance
of any taxable services. F liquidates the farming business and hires a professional auctioneer to auction
off many items of tangible personal property. Assuming this liquidation event is casual, all items sold by
the auctioneer at retail are casual sales notwithstanding that many different sales to numerous different
buyers may occur. See rule 18.8(422).

EXAMPLE: H, an insurance agency, holds a semiannual event to sell its used office furniture. Even
though H does not regularly sell tangible personal property at retail, the casual sale exemption does
not apply because the selling events are recurring. Des Moines Police Department v. Bair, Equity
No. CE3-1591, Polk County District Court, November 1, 1976.

EXAMPLE: I, a corporation, has one sales event every year whereby it auctions off capital assets
which it has no use for or desires to replace. This event has been a planned function of I and is conducted
regularly and consistently over a span of years. Even though this sale event occurs only once a year, it
is of a recurring nature because of the pattern of repetitiveness present and, therefore, the casual sale
exemption would not apply, regardless of the number of items sold at such sale event each year.

EXAMPLE: J, a corporation engaged in the sale for resale of tangible personal property, sells three
capital assets used in J’s trade or business consisting of a copy machine, a desk, and a computer. Each
sale is made to different buyers and is unrelated to the other sales. The three sales occur in January,
June, and October of the same year. The sale made in October consists of a desk. J has not established
a pattern of recurring sales of capital assets prior to aforementioned sales of capital assets. Under these
circumstances, the sale of the desk is not a casual sale, but the sales of the copymachine and the computer
are casual and exempt.

EXAMPLE: K, a corporation, is primarily engaged in the business of road construction. From time
to time, it sells used capital assets and scrap materials reclaimed from its road construction work to
individuals and businesses. It does not advertise itself as a retailer of these assets and materials but
sells them as a matter of courtesy to persons who cannot purchase them elsewhere. After 42 years of
operation, it decides to liquidate. Pursuant to that decision, K employs two auctioneers to sell its capital
assets and ceases operation after its assets are sold. K had only one capital asset sale during the 12
months immediately preceding each liquidation auction sale. The auction sales are exempt casual sales
under this subrule (1) because they are nonrecurring, and (2) because K is not a retailer of the capital
assets sold during its liquidation. See Holland Bros. Construction Co., Inc. v. Iowa State Board of Tax
Review, 611 N.W.2d 495 (Iowa 2000).
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EXAMPLE: L, a sole proprietorship, engaged in selling automobile parts at retail, incorporated. The
assets of L are sold to the new corporation in exchange for stock and the new corporation now engages
in selling automobile parts at retail. The casual sale exemption would apply, but only because of the
exemption set out in subrule 18.28(2) infra, since the transfer involves a liquidation of L’s business and
the sale of L’s inventory to another person (the corporatin) which will continue to engage in a similar
trade or business.

The above examples are not the only ones pertaining to the questions of whether a casual sale did
or did not occur. However, because of the myriad of factual situations which can and do exist, it is not
possible to formulate more detailed rules on this subject matter.

18.28(2) Special rules for casual sales involving the liquidation of a trade or business. When
retailers sell all or substantially all of the tangible personal property held or used in the course of the
trade or business for which retailers are required to hold a sales tax permit, the casual sale exemption will
apply to exempt those sales only when the following circumstances exist: (1) the trade or business must
be transferred to another person, and (2) the transferee must engage in a similar trade or business. The
trade or business transferred refers to the place where the business is located since each taxable retail
business must have a sales tax permit at each location. For purposes of this casual sale circumstance, it
is irrelevant whether the retailer actually has a sales tax permit or not; rather, the relevant circumstance
is that the retailer was required to have a sales tax permit. See Holland Bros. Construction Co.,
Inc. v. Iowa State Board of Tax Review, 611 N.W.2d 495 (Iowa 2000). One effect of this is that a retailer
who is closing as opposed to transferring a business and is selling inventory in the process of this
closing is not entitled to claim the casual sale exemption under this subrule, but see subrule 18.28(1),
and the resale exemption is always potentially applicable to sales of inventory. See the examples below
for further explanation.

EXAMPLE: L, a hardware store, desires to liquidate the business. L had been selling tangible
personal property at retail and was required to have an Iowa retail sales tax permit. L hires a professional
auctioneer and all items of inventory, equipment, and fixtures are sold to various purchasers. These
items consist of all or substantially all of the tangible personal property held or used by L in the course
of the business for which a sales tax permit was required to be held. L, however, does not transfer the
trade or business to anyone else. Under these circumstances, the casual sales exemption does not apply
to the sale of the inventory, but see subrule 18.28(1) for criteria which determine whether the casual
sales exemption applies to the equipment and fixtures.

EXAMPLE: The facts are the same as those in the previous example, except that L is liquidating
its business because it attempted to build a new store and its entire inventory was destroyed by fire
while in storage. An auctioneer sells L’s equipment and trade fixtures to various purchasers. The
auctioneer’s sale of the equipment and trade fixtures is an exempt casual sale of the type described in
subrule 18.28(1) because (1) it is nonrecurring, and (2) it is outside the usual course of L’s business.
See Holland Bros. Construction Co., Inc., supra.

EXAMPLE: M, a sole proprietorship, incorporated. The assets of M are sold to the new corporation
for stock. The new corporation engaged in a similar business. The casual sale exemption would apply.

EXAMPLE: N, an oil company, sells all or substantially all of the tangible personal property of ten
company-owned service stations which were held or used in the course of its business, for which N was
required to hold a sales tax permit, by bulk sales or otherwise. The sales were made to O, P, and Q
and occurred at different times during the same year, each sale being unrelated. N was required to have
a sales tax permit for each service station. N transferred its trade or business (each service station) to
O, P, and Q, each of whom will engage in the same business N did, i.e., operation of service stations.
Even though under these circumstances, the sales by N are recurring, the casual sales exemption would
apply since each trade or business was transferred to another person who did engage in a similar trade
or business.

EXAMPLE: R, an operator of a restaurant, auctions off to various purchasers who are not engaged
in the restaurant business all or substantially all of the tangible personal property held or used in the
business for which R was required to hold a retail sales tax permit. R transfers the trade or business to S
who then operates a restaurant at the same location R did. Even if S did not purchase any of the tangible

https://www.legis.iowa.gov/docs/iac/rule/701.18.28.pdf
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personal property, under these circumstances, the casual sales exemption applies. The tangible personal
property held or used in the trade or business need not be sold to the same person to whom the trade or
business is sold for the exemption to apply.

EXAMPLE: T, a restaurant, sells all of its tangible personal property held or used in the course of its
business for which it was required to hold a sales tax permit to U. T also sells its trade or business to U.
U engages in the business of operation of a dance hall and does not continue to operate the restaurant.
This subrule’s casual sales exemption will not apply, but see subrule 18.28(1) for the criteria of a casual
sale exemption which could apply.

The above examples are not the only ones pertaining to the questions of whether a casual sale did
or did not occur. However, because of the myriad of factual situations which can and do exist, it is not
possible to formulate more detailed rules on this subject matter.

18.28(3) Casual sales of services. Special rule for services rendered, furnished, or performed
on or after July 1, 1985. The “casual sale” of an enumerated service has occurred if the following
circumstances exist:

a. The service was rendered, furnished, or performed on or after July 1, 1985; and
b. The service was rendered, furnished, or performed on a nonrecurring basis by a seller who, at

the time of the sale of the service, is not engaged for profit in the business of selling tangible goods or
services taxed under Iowa Code section 422.43, or, if so engaged, the sale was outside the regular course
of the seller’s business; or

c. The sales of all, or substantially all of the services held or used by a retailer in the course of the
retailer’s trade or business for which the retailer is required to hold a sales tax permit, if the retailer sells
or otherwise transfers the trade or business to another person who engages in a similar trade or business.

EXAMPLE: V ordinarily engages in janitorial and building maintenance or cleaning which are taxable
services; see rule 701—26.60(422). Once, as a favor to customer W, V cut customer W’s lawn and
otherwise performed the taxable service of “lawn care” for customer W. Since this performance of lawn
care was not “within V’s regular course of business” and was not “recurring,” gross receipts from the
lawn care are not subject to tax.

EXAMPLE: Corporation X rents a piece of equipment from Y. Y does not otherwise rent equipment
and does not engage in the business for profit of selling tangible goods or taxable enumerated services.
A casual sale qualifying for the exemption exists.

This rule is intended to implement Iowa Code sections 422.42(12), 422.45(6) and 423.4.

701—18.29(422,423) Processing, a definition of the word, its beginning and completion
characterized with specific examples of processing.

18.29(1) Processing—a definition. For the purpose of these rules, “processing” means an operation
or a series of operations whereby tangible personal property is subjected to some special treatment
by artificial or natural means which changes its form, context, or condition, and results in marketable
tangible personal property. These operations are commonly associated with fabricating, compounding,
germinating, or manufacturing. Linwood Stone Products Co. v. State Department of Revenue, 175
N.W.2d 393 (Iowa 1970).

18.29(2) The beginning of processing. Processing begins when the “form, context, or condition”
of tangible personal property is changed with the intent of eventually transforming the property into a
saleable finished product. The severance of raw material from real estate is not processing, even if this
severance results in a change in the form, context, or condition of the real estate. Linwood Stone Products
Co. v. State Department of Revenue, 175 N. W.2d 393 (Iowa 1970). Furthermore, transportation of raw
material after it is severed from real estate but prior to the time the initial change in the form, context,
or condition of the raw material occurs is not processing. Southern Sioux County Rural Water System,
Inc. v. Iowa Department of Revenue, 383 N.W.2d 585 (Iowa 1986).

18.29(3) The completion of processing. Processing ends when the property being processed is in the
form in which it is ultimately intended to be sold at retail, Hy-Vee Food Stores v. Iowa Department of
Revenue, 379 N.W.2d 37 (Iowa App. 1985). The storage or transport of property after that property is
transformed into a finished product is not a part of processing.
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18.29(4) Examples of when processing begins and ends. The following examples are intended to
clarify but not to contradict the explanation of processing set out in subrules 18.29(2) and 18.29(3).

EXAMPLEA: A company blasts limestone from the ground, bulldozers pick the limestone up and put
it in trucks; these trucks transport the limestone to a crusher some distance from the quarry site. The
first change in the “form” or “condition” of the limestone, while it is tangible personal property, occurs
when the stone is crushed in the crusher. The blasting of the stone from the ground and its transport to
the crusher would be acts preparatory to and not a part of processing. Thus, fuel used in the bulldozers
and transport trucks would not be fuel used in processing, Linwood Stone Products, supra.

EXAMPLE B: Pumps remove water from underground wells and pump that water through pipes to a
water treatment plant. At the treatment plant, the water passes initially through an aeration system which
adds oxygen to it. At other points in the plant, potassium and chlorine are added to the water and iron
is removed. After these acts are performed, clean, drinkable water exists. The first change, however, in
the condition of the water occurs when it passes through the aeration system and oxygen is added to it.
The withdrawal of the water from the ground and its transport to the aeration system would not be a part
of processing. Thus, electricity used by the pumps which pump the water to the aeration system would
not be used in processing. However, by way of contrast, electricity used to transport the water between,
for example, the aeration system and the point where potassium is added to the water would be used in
processing. Southern Sioux Rural Water System, Inc., supra.

EXAMPLE C: Water is processed in a treatment plant. The last act at the plant necessary to render
the water drinkable or a “finished product” is the addition of chlorine. After the addition of chlorine, the
water is pumped first into wells and later into water towers where it is held for distribution. The pumping
of this drinkable water from the point where the chlorine is added to the wells and the tower is not a part
of processing because processing of the water ended with the addition of the chlorine; thus, electricity
used in these pumps is not electricity used in processing. Southern Sioux County Rural Water System,
Inc., supra.

18.29(5) Integral part of the production of the product test. Certain activities may be exempt as part
of processing if those activities are very closely interconnected with, or an integral part of, the operation
of the processing equipment while processing is occurring. Southern Sioux Rural Water System, Inc.,
supra. Merely because an activity is vital or essential to a processing operation does not make that activity
exempt as part of processing unless the activity itself is closely interconnected with, or an integral part
of, the operation of the processing equipment while processing is occurring. Mississippi Valley Milk
Producers Ass’n v. Iowa Dept. of Revenue, 387 N.W.2d 611 (Iowa App. 1986). See the nonexclusive
example below.

A manufactures nails. In A’s factory is a machine which draws steel into long rods the width of
whatever nail A may wish to manufacture. After this machine draws the steel into the desired-size rods,
the rods are moved to a second machine by a conveyor belt. This second machine cuts the rods into the
length of nail which A desires. A second conveyor belt then transports these cut rods to a third machine
which sharpens one end of the rod to a point and puts a “nail head” on the other end of the rod. The
activities of the three machines are clearly processing, in that they are activities which change the form,
context or condition of raw material, and as a result of those activities, marketable tangible personal
property or a finished product is created. The two conveyor belts move the partially finished nails from
one piece of processing equipment to another while processing is occurring. Since the activities of the
conveyors are very closely interconnected with and an integral part of the operation of the various pieces
of processing equipment while processing is occurring, the conveyor belts are involved in processing as
well.

18.29(6) Other specific examples of processing. The Iowa Supreme Court has also stated that the
following activities are processing: manufacturing ice, refrigerating cheese to age it from “green” to
edible, refrigerating eggs to change their flavor, pasteurizing and subsequent refrigeration of milk, “hard”
freezing of meat and butter for aging, canning vegetables and cooking foodstuffs; Fischer Artificial Ice &
Cold Storage Co. v. Iowa State Tax Commission, 248 Iowa 497, 81 N.W.2d 437 (1957); and,Mississippi
Valley Milk Producers v. Iowa Dept. of Revenue and Finance, 387 N.W.2d 611 (Ia. App. 1986), also
crushing of “flat rock” limestone and treating limestone in kilns. Linwood Stone Products Co. v. State
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Dept. of Revenue, 175 N.W.2d 393 (Iowa 1970). See 701—subrule 17.3(2) for an expanded definition
of processing with regard to food manufacturing.

18.29(7) Other department rules concerned with processing. Various sections of the Iowa Code set
out activities that are defined by statute to be “processing.” The rules interpreting these statutes for the
purposes of sales and use tax law are the following:

a. 701—15.3(422,423) Exemption certificates, direct pay permits, fuel used in processing, and
beer and wine wholesalers.

b. 701—17.2(422) Fuel used in processing—when exempt.
c. 701—17.3(422,423) Processing exemptions.
d. 701—17.9(422,423) Sales of breeding livestock, fowl, and certain other property used in

agricultural production. See 701—subrules 17.9(4), 17.9(5), 17.9(6), and 17.9(7) for processing
exemptions.

e. 701—17.14(422,423) Chemicals, solvents, sorbents, or reagents used in processing.
f. 701—18.3(422,423) Chemical compounds used to treat water.
g. 701—18.45(422,423) Sale or rental of computers, industrial machinery and equipment; refund

of and exemption from tax paid for periods prior to July 1, 1997.
h. 701—18.58(422,423) Sales or rentals of machinery, equipment, and computers and sales of fuel

and electricity to manufacturers and sales or rentals of computers to commercial enterprises for periods
on and after July 1, 1997, but before July 1, 2016.

i. 701—26.2(422) Enumerated services exempt. See 701—subrule 26.2(2) for the processing
exemption.

j. 701—28.2(423) Processing of property defined.
k. 701—33.3(423) Fuel consumed in creating power, heat, or steam for processing or generating

electric current.
l. 701—33.7(423) Property used to manufacture certain vehicles to be leased.
m. For property sold on or after July 1, 2016, computers, machinery, equipment, replacement

parts, and supplies used for an exempt purpose under Iowa Code section 423.3(47). See rules
701—230.14(423) to 701—230.22(423).
[ARC 2349C, IAB 1/6/16, effective 2/10/16; see Rescission note at end of chapter; ARC 2768C, IAB 10/12/16, effective 11/16/16]

701—18.30(422) Taxation of American Indians.
18.30(1) Definitions.
“American Indians” means all persons of Indian descent who are members of any recognized tribe.
“Settlement” means all lands within the boundaries of the Mesquakie Indian settlement located in

Tama County, Iowa and any other recognized Indian settlement or reservation within the boundaries of
the state of Iowa.

18.30(2) Retail sales tax—tangible personal property. Retail sales of tangible personal property
made on a recognized settlement or reservation to Indians who are members of the tribe located on that
settlement or reservation, where delivery occurs on the reservation, are exempt from tax (Bryan v. Itasca
County, 426 U.S. 373, 376-77 (1976); Moe v. Confederated Salish & Kootenai Tribes, 425 U.S. 463,
475-81 (1976)). Retail sales of tangible personal property made on a recognized settlement or reservation
to Indians where delivery occurs off the reservation are subject to tax. Retail sales of tangible personal
property made to non-Indians on a recognized settlement or reservation are subject to tax regardless
of where the delivery occurs. Sales made to non-Indians are taxable even though the seller may be a
member of a recognized settlement or reservation.

18.30(3) Retail sales tax—services. Sales of enumerated taxable services and sales made by
municipal corporations furnishing gas, electricity, water, heat, or communication services to Indians
who are members of the tribe located on the recognized settlement or reservation where delivery
of the service occurs are exempt from tax (Bryan v. Itasca County, 426 U.S. 373, 376-77 (1976);
Moe v. Confederated Salish & Kootenai Tribes, 425 U.S. 463, 475-81 (1976)). Sales of enumerated
taxable services or sales made by municipal corporations furnishing gas, electricity, water, heat, or

https://www.legis.iowa.gov/docs/iac/rule/701.17.3.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.15.3.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.2.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.3.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.9.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.9.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.9.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.9.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.9.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.14.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.3.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.45.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.58.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.26.2.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.26.2.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.28.2.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.33.3.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.33.7.pdf
https://www.legis.iowa.gov/docs/ico/section/423.3.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf
https://www.legis.iowa.gov/docs/aco/arc/2349C.pdf
https://www.legis.iowa.gov/docs/aco/arc/2768C.pdf


IAC 7/29/20 Revenue[701] Ch 18, p.27

communication services to Indians where delivery of the services occurs off a recognized settlement
or reservation are subject to tax.

18.30(4) Off-reservation purchases. Purchases made by Indians off a recognized settlement or
reservation are subject to tax if delivery occurs off the reservation. Purchases made by Indians off a
recognized settlement or reservation are not subject to tax if delivery is made on the reservation to
Indians who are members of the tribe located on that reservation.

See rule 701—33.5(423) for the taxation of tangible personal property and services where the state
use tax may be applicable.

This rule is intended to implement Iowa Code sections 422.42, 422.43, and 422.45(1).

701—18.31(422,423) Tangible personal property purchased by one who is engaged in the
performance of a service.

18.31(1) In general. (Effective July 1, 1990)
a. On and after July 1, 1990, tangible personal property purchased by one who is engaged in the

performance of a service is purchased for resale and not subject to tax if (1) the provider and user of
the service intend that a sale of the property will occur, and (2) the property is transferred to the user of
the service in connection with the performance of the service in a form or quantity capable of a fixed
or definite price value, and (3) the sale is evidenced by a separate charge for the identifiable piece or
quantity of property.

b. Prior to July 1, 1990, in those circumstances in which tangible personal property is purchased
by one who is engaged in the performance of a service and the property is transferred to the customer
in conjunction with a performance of the service in a form or quantity which is capable of any fixed
or definite price value, but the actual sale of the property is not indicated by a separate charge for the
identifiable item, the burden of proving that the property was purchased for resale by one engaged in the
performance of a service and not subject to tax at the time of purchase is upon the person engaged in the
performance of a service who asserts this.

c. Tangible personal property which is not sold in the manner set forth in “a” or “b” above is not
purchased for resale and thus is subject to tax at the time of purchase by one engaged in the performance
of a service. Such tangible personal property is considered to be consumed by the purchaser who is
engaged in the performance of a service and the person performing the service shall pay tax upon the
sale at the time of purchase.

EXAMPLE: An investment counselor purchases envelopes. These envelopes are used to send out
monthly reports to the investment counselor’s clients regarding their accounts. Tax is due at the time the
investment counselor purchases the envelopes if the clients are not billed for these items. Each envelope
is transferred to a client in a form or quantity which is capable of a fixed or definite price value. However,
there must also be an actual sale to the client (customer) of an item of personal property in order that
there be a “resale” of the item.

An automobile repair shop purchases solvents which are used in cleaning automobile parts and thus
in performing its automobile repair service. Tax is due at the time the automobile repair shop purchases
the solvent since the solvents are not sold to the customer and, in this case, the item is not transferred to
a customer in a form or quantity which is capable of a fixed or definite price value. Thus, the solvent is
deemed consumed by the purchaser engaged in the performance of the service.

EXAMPLE: A retailer purchases television tubes tax-free where the retailer makes a separate charge
for the tube to the customer and since the tube is transferred to the customer in a form or quantity capable
of a fixed or definite price value.

EXAMPLE: A beauty or barber shop purchases shampoo and other items to be used in the performance
of its service. Tax is due at the time the beauty or barber shop purchases such items from its supplier,
where the customers of the beauty or barber shop are not separately billed for the item, and because it is
not transferred to the customer in a form or quantity capable of a fixed or definite price value, it is being
consumed by the beauty or barber shop.

EXAMPLE: A car wash purchases water, electricity, or gas used in the washing of a car. The car wash
would be the consumer of the water, electricity, or gas and tax is due at the time of purchase. The items
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purchased by the car wash are not transferred to the customer in a form or quantity capable of a fixed or
definite price value, and the customer is not billed for the item.

EXAMPLE: An accounting firm purchases plastic binders which are used to cover the reports issued
to its customers. These binders would be subject to tax at the time of purchase by the firm where the
customer of the firm is not billed for the item, there being no sale to the customer in such a case.

EXAMPLE: A meat locker purchases materials such as wrapping paper and tape which it uses to wrap
meat for customers who provide the locker with the meat. These materials would be subject to tax at
the time of purchase by the meat locker because they are not sold to the customer in a form or quantity
capable of a fixed or definite price value.

EXAMPLE: A jeweler purchases materials such as main springs and crystals to be used in the
performance of a service. These items are purchased by the jeweler for resale where they are transferred
to the customer in a form or quantity capable of a fixed or definite price value and each item is actually
sold to the customer as evidenced by a separate charge therefor.

EXAMPLE: A lawn care service applies fertilizer, herbicides, and pesticides to its customers’ lawns.
The following are examples of invoices to customers which are suitable to indicate a lawn care service’s
purchase of the fertilizer, herbicides, and pesticides for resale to those customers: “Chemicals...31
Gal....$60”; “Fertilizer...50 lbs....$100”; and “Materials applied to lawn...4 bushel...$40”. The following
are examples of information placed upon an invoice which would not indicate a purchase for resale to
the customers invoiced: “Fifty percent of the charge for this service is for materials placed on a lawn,”
or “Lawn chemicals...$30” or “Fifty pounds of fertilizer was applied to this lawn.”

18.31(2) Purchases made by automobile body shops or garages with body shops (effective October
1, 1980).

Tangible personal property purchased by body shops can be purchased for resale provided both of
the following conditions are met:

1. The property purchased for resale is actually transferred to the body shop’s customer by
becoming an ingredient or component part of the repair work. See Iowa Code section 422.42(2) and
Cedar Valley Leasing Inc. v. Iowa Department of Revenue, 274 N.W.2d 357 (Iowa 1979).

2. The property purchased for resale is itemized as a separate item on the invoice to the body
shop’s customer and is transferred to the customer in a form or quantity capable of a fixed or definite
price value.

If either of the above two events is missing, there is no purchase for resale and the body shop is
deemed the consumer of the item purchased.

When body shops purchase items which will be resold (see list of items in this rule) in the course of
the repair activity, the vendors selling to the body shops are encouraged to accept a valid resale certificate
at the time of purchase. See rule 701—15.3(422,423). Failure of the vendor to accept a valid resale
certificate may subject that vendor to sales tax liability since the burden of proof would be on the vendor
that a sale was made for resale. If the vendor cannot meet that burden, the vendor will be liable for
the sales tax. Such burden is not met merely by a showing that the purchaser had obtained from the
department an Iowa retail sales tax or retail use tax permit.

For insurance purposes, body shops are reimbursed by insurance companies for “materials” which
such shops consume in rendering repair services. Some of the materials are transferred to the recipients
of the repair services and some are not. Of those so transferred, such transfer is in irregular quantities
and is not in a form or quantity capable of a fixed or definite price value. Therefore, body shops are
generally deemed to be the consumers of materials and must pay tax on these items at the time of
purchase. Nonexclusive examples of items most likely to be included in this category of “materials,”
whether actually transferred to customers of body shops or not, are as follows:

Abrasives
Accessories
Battery water
Body filler or putty
Body lead
Bolts, nuts and washers
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Brake fluid
Buffing pads
Chamois
Cleaning compounds
Degreasing compounds
Floor dry
Hydraulic jack oil
Lubricants
Masking tape
Paint
Polishes
Rags
Rivets and cotter pins
Sand paper
Sanding discs
Scuff pads
Sealer and primer
Sheet metal
Solder
Solvents
Spark plug sand
Striping tape
Thinner
Upholstery tacks
Waxes
White sidewall cleaner
The following are nonexclusive examples of parts which can be purchased for resale since they are

generally transferred to the body shop’s customer during the course of the repair in a form or quantity
capable of a fixed or definite price value and are generally itemized separately as parts.

Batteries
Brackets
Bulbs
Bumpers
Cab corners
Chassis parts
Doors
Door guards
Door handles
Engine parts
Fenders
Floor mats
Grills
Headlamps
Hoods
Hub caps
Radiators
Rocker panels
Shock absorbers
Side molding
Spark plugs
Tires
Trim
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Trunk lids
Wheels
Window glass
Windshield ribbon
Windshields
The following are nonexclusive examples of tools and supplies which are generally not transferred to

the body shop’s customer during the course of the repair and therefore could not be purchased for resale.
The body shop is deemed the consumer of these items since they are not transferred to a customer and
therefore the body shop must pay tax to the vendor at the time of purchase.

Air compressors and parts
Body frame straightening equipment
Brooms and mops
Buffers
Chisels
Drill bit
Drop cords
Equipment parts
Fire extinguisher fluids
Floor jacks
Hand soap
Hand tools
Office supplies
Paint brushes
Paint sprayers
Sanders
Spreaders for putty
Signs
Washing equipment and parts
Welding equipment and parts
Because of the nature of their business and the formulas devised by the insurance industry to

reimburse body shops for cost of “materials,” it is possible for body shops, in their invoices to their
customers, to separately set forth labor, resold parts, and materials. While the materials can be separately
invoiced as one general item, there is no way to ascertain a definite and fixed price for each item of the
materials listed in this rule and consumed by the body shops and some of such individual materials
are not even transferred by body shops to their customers. Therefore, the body shops are generally
the “consumers” of “materials” and do not purchase them for resale. W.J. Sandberg Co. v. Iowa State
Board of Assessments and Review, 225 Iowa 103, 278 N.W. 643 (1938). Thus, body shops should pay
tax to their suppliers on all materials purchased and consumed by them. If materials are purchased
from non-Iowa suppliers who do not collect Iowa tax from body shops, such body shops should remit
consumer use tax to the Department of Revenue on such materials.

Body shops must collect sales tax on the taxable service of repairing motor vehicles. See rule
701—26.5(422). However, due to the nature of the insurance formulas, it is possible for body shops
to itemize that portion of their billing which would be for repair services and that portion relating to
consumed “materials.” It is also possible for body shops to itemize that portion of their charges for parts
which they purchase for resale to their customers. Body shops do not and cannot resell the tools and
supplies previously listed in this rule and are taxable on their purchases of such items.

Therefore, as long as body shops separately itemize on their invoices to their customers the amounts
for labor, parts, and for “materials,” body shops should collect sales tax on the labor and the parts, but
not on the materials as enumerated in this rule.

EXAMPLE: A body shop repairs a motor vehicle by replacing a fender and painting the vehicle. In
doing the repair work, the body shop uses rags, sealer and primer, paint, solder, thinner, bolts, nuts and
washers, masking tape, sandpaper, waxes, buffing pads, chamois, solder and polishes. In its invoice to

https://www.legis.iowa.gov/docs/iac/rule/701.26.5.pdf


IAC 7/29/20 Revenue[701] Ch 18, p.31

the customer, the labor is separately listed at $300, the part (fender) is separately listed at $300, and the
category of “materials” is separately listed for a lump sum of $100, for a total billing of $700. The Iowa
sales tax computed by the body shop should be on $600 which is the amount attributable to the labor and
the parts. The materials consumed by the body shop were separately listed and would not be included in
the tax base for “gross taxable services” as defined in Iowa Code subsection 422.42(16), which is taxable
in Iowa Code section 422.43.

In this example, if the “materials” were not separately listed on the invoice, but had been included
in either or both of the labor or part charges by marking up such charges, the body shop would have to
collect sales tax on the full charges for parts or labor even though tax was paid on materials by the body
shop to its supplier at time of purchase.

This rule is intended to implement Iowa Code sections 422.42, 422.43 and 423.2.

701—18.32(422,423) Sale, transfer or exchange of tangible personal property or taxable
enumerated services between affiliated corporations.

18.32(1) In general. The sale, transfer or exchange of tangible personal property or taxable
services among affiliated corporations, included but not limited to a parent corporation to a subsidiary
corporation, for a consideration is subject to tax. A bookkeeping entry for an “account payable”
qualifies as consideration as well as the actual exchange of money or its equivalent. Transactions
between affiliated corporations may not be subject to tax where it can be shown that the affiliated
corporations are operating as a unit within the meaning of Iowa Code sections 422.42(1) and 423.1(8).

18.32(2) Affiliated corporations acting as a unit. If an affiliated corporation acts as an agent for the
other affiliated corporation in a transaction listed in 18.32(1) such corporation shall be considered as
acting as a unit as set forth herein and such transactions may not be subject to tax.

This rule should not be equated with the unitary business concept used in corporation income tax
law.

This rule is intended to implement Iowa Code sections 422.42(1) and 423.1(8).

701—18.33(422,423) Printers’ and publishers’ supplies exemption with retroactive effective date.
18.33(1) For the purposes of this rule, a “printer” is any person, a portion of whose business involves

the completion of a finished, printed product for sale at retail by that person or another person. A “printer”
is also any person, a portion of whose business involves the completion of a finished printed packaging
material used to package products for ultimate sale at retail. The term “printer” does not include any
person printing or copyrighting printed material for its own use or consumption and not for resale. A
“publisher” means and includes any person who owns the right to produce, market, and distribute printed
literature and information for ultimate sale at retail.

18.33(2) Effective May 4, 1995, and retroactive to July 1, 1983, the gross receipts from the
sale or rental of the following to a printer or publisher are exempt from tax: acetate; antihalation
backing; antistatic spray; back lining; base material used as a carrier for light sensitive emulsions;
blankets; blow-ups; bronze powder; carbon tissue; codas; color filters; color separations; contacts;
continuous tone separations; creative art; custom dies and die cutting materials; dampener sleeves;
dampening solution; design and styling; diazo coating; dot etching; dot etching solutions; drawings;
drawsheets; driers; duplicate films or prints; electronically digitized images; electrotypes; end product
of image modulation; engravings; etch solutions; film; finished art or final art; fix; fixative spray; flats;
flying pasters; foils; goldenrod paper; gum; halftones; illustrations; ink; ink paste; keylines; lacquer;
lasering images; layouts; lettering; line negatives and positives; linotypes; lithographic offset plates;
magnesium and zinc etchings; masking paper; masks; masters; mats; mat service; metal toner; models,
modeling; mylar; negatives; nonoffset spray; opaque film process paper; opaquing; padding compound;
paper stock; photographic materials: acids, plastic film, desensitizer emulsion, exposure chemicals,
fix, developers, paper; photography, day rate; photopolymer coating; photographs; photostats;
photo-display tape; phototypesetter materials; pH-indicator sticks; positives; press pack; printing
cylinders; printing plates, all types; process lettering; proof paper; proofs and proof processes, all types;
pumice powder; purchased author alterations; purchased composition; purchased phototypesetting;
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purchased stripping and paste-ups; red litho tape; reducers; roller covering; screen tints; sketches;
stepped plates; stereotypes; strip types; substrate; tints; tissue overlays; toners; transparencies; tympan;
typesetting; typography; varnishes; Veloxes; wood mounts; and any other items used in a similar
capacity to any of the above-enumerated items by the printer or publisher to complete a finished product
for sale at retail. Expendable tools and supplies not enumerated in this subrule are subject to tax.

18.33(3) Claim for refunds of tax, interest, or penalty paid for the period of July 1, 1983, to June 30,
1995, must be limited to $25,000 in the aggregate and will not be allowed unless filed prior to October
1, 1995. If the amount of claimed refunds for this period totals more than $25,000, the department must
prorate the $25,000 among all claims.

701—18.34(422,423) Automatic data processing.
18.34(1) In general.
a. Applicability of tax. For the purposes of this rule, the tax on automatic data processing is

applicable to the gross receipts of:
(1) Sales and rentals of data processing equipment (hardware).
(2) Sales and rentals of tangible personal property produced or consumed by data processing

equipment or prewritten (canned) computer software used in data processing operations.
(3) Certain enumerated services performed on or connected with data processing such as rental of

tangible personal property, machine repair, services of machine operators, office and business machines
repair, electrical installation, and any other taxable service enumerated in Iowa Code section 422.43.

b. Definitions.
(1) Rescinded by 2020 Iowa Acts, House File 2641, section 97, effective July 1, 2020.
(2) “Hardware” means the physical computer assembly and peripherals including, but not

limited to, such items as the central processing unit, keyboards, consoles, monitors, memory, disk and
tape drives, terminals, printers, plotters, modems, tape readers, document sorters, optical readers and
digitizers.

(3) “Canned software” is prewritten computer software which is offered for general or repeated
sale or rental to customers with little or no modification at the time of the transaction beyond specifying
the parameters needed to make the program run. Canned software is tangible personal property. The
term also includes programs offered for general or repeated sale or rental which were initially developed
as custom software. Evidence of canned software includes the selling or renting of the software more
than once. Software may qualify as custom software for the original purchaser or lessor but is canned
software with respect to all others. Canned software includes program modules which are prewritten
and later used as needed for integral parts of a complete program.

(4) “Custom software” is specified, designed, and created by a vendor at the specific request of
a customer to meet a particular need and is considered to be a sale of a service rather than a sale of
tangible personal property. It includes those services represented by separately stated charges for the
modification of existing prewritten software when the modifications are written or prepared exclusively
for a customer. Modification to existing prewritten software to meet the customer’s needs is custom
computer programming only to the extent of the modification and only to the extent that the actual
amount charged for the modification is separately stated. Examples of services that do not result in
custom software include loading parameters to initialize program settings and arranging preprogrammed
modules to form a complete program.

When the charges for modification of a prewritten program are not separately stated, tax applies to
the entire charge made to the customer for the modified program unless the modification is so significant
that the new program qualifies as a custom program. If the prewritten program before modification was
previously marketed, the new program will qualify as a custom program if the price of the prewritten
program was 50 percent or less of the price of the new program. If the prewritten program was not
previously marketed, the new program will qualify as a custom program if the charge made to the
customer for custom programming services, as evidenced by the records of the seller, was more than
50 percent of the contract price to the customer.
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The department will consider the following records in determining the extent of modification to
prewritten software when there is not a separate charge for the modification: logbooks, timesheets,
dated documents, source codes, specifications of work to be done, design of the system, performance
requirements, diagrams of programs, flow diagrams, coding sheets, error printouts, translation printouts,
correction notes, and invoices or billing notices to the client.

(5) “Storage media” includes hard disks, compact disks, floppy disks, diskettes, diskpacks,
magnetic tape, cards, or other media used for nonvolatile storage of information readable by a computer.

(6) “Rental” includes any lease or license agreement between a vendor and a customer for the
customer’s use of hardware or software.

(7) “Program” is interchangeable with the term “software” for purposes of this rule.
18.34(2) Taxable sales, rentals and services.
a. Sales of equipment. Tax applies to sales of automatic data processing equipment and related

equipment.
b. Rental or leasing of equipment. Where a lease includes a contract by which a lessee secures for

a consideration the use of equipment which may or may not be used on the lessee’s premises, the rental
or lease payments are subject to tax. See rule 701—26.18 on tangible personal property rental.

c. Canned software. The sale or rental for a consideration of any computer software which is not
custom software is a transfer of tangible personal property and is taxable. Canned software may be
transferred to a customer in the form of diskettes, disks, magnetic tape, or other storage media or by
listing the program instructions on coding sheets.

(1) Tax applies whether title to the storage media on which the software is recorded, coded, or
punched passes to the customer or the software is recorded, coded, or punched on storagemedia furnished
by the customer. A fee for the temporary transfer of possession of canned software for the purpose of
direct use to be recorded, coded, or punched by the customer or by the lessor on the customer’s premises,
is a sale or rental of canned software and is taxable.

(2) Tax applies to the entire amount charged to the customer for canned software. Where the
consideration consists of license fees, royalty fees, right to use fees or program design fees, whether
for a period of minimum use or for extended periods, all fees includable in the purchase price are subject
to tax.

d. Training materials. Persons who sell or lease data processing equipment may provide a number
of training services with the sale or rental of their equipment. Training services, per se, are not subject
to tax. Training materials, such as books, furnished to the trainees for a specific charge are taxable.

e. Services a part of the sale or lease of equipment. Where services, such as programming,
training or maintenance services, are provided to those who purchase or lease automatic data processing
and related equipment, on a mandatory basis as an inseparable part of the sale or taxable lease of the
equipment, charges for the furnishing of the services are includable in the measure of tax from the sale
or lease of the equipment whether or not the charges are separately stated. (Where the purchaser or
lessee has the option to acquire the equipment either with the services or without the services, charges
for the services may not be excluded from the measure of tax if they are taxable enumerated services.)

f. Materials and supplies. The transfer of title, for a consideration, of tangible personal property,
including property on which or into which information has been recorded or incorporated is a sale subject
to tax.

Generally service bureaus are consumers of all tangible personal property, including cards and forms,
which they use in providing services unless a separate charge is made to customers for the materials, in
which case, tax applies to the charge made for the materials.

g. Additional copies. When additional copies of records, reports, tabulation, etc., are sold, tax
applies to the charges made for the additional copies. “Additional copies” are all copies in excess of those
produced on multipart carbon paper simultaneously with the production of the original and on the same
printer, whether the copies are prepared by rerunning the same program, by using multiple simultaneous
printers, by looping a program such that the program is run continuously, by using different programs to
produce the same output product, or by other means. Where additional copies are prepared, the tax will
be measured by the charge made by the service bureau to the customer. If no separate charge is made
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for the additional copies, tax applies to that portion of the gross receipts which the cost of the additional
computer time (if any) and the cost of materials and labor cost to produce the additional copies bear to the
total job cost. Charges for copies produced by means of photocopying, multilithing, or by other means
are subject to tax. Tax applies to a contract where data on magnetic tape are converted into combinations
of alphanumeric printing, curve plotting or line drawings, and put on microfilm or photorecording paper.

h. Mailing lists. Addressing (including labels) for mailing. Where the service bureau addresses,
through the use of its automatic data processing equipment or otherwise, material to be mailed, with
names and addresses furnished by the customer or maintained by the service bureau for the customer,
tax does not apply to the charge for addressing. Similarly, where the service bureau prepares, through
the use of its automatic data processing equipment or otherwise, labels to be affixed to material to be
mailed, with names and address furnished by the customer or maintained by the service bureau for the
customer, tax does not apply to the charge for producing the labels, regardless of whether the service
bureau itself affixes the labels to the material to be mailed. However, tax would be due on any tangible
personal property, such as labels, consumed by the service bureau. (See “f” above.) Mailing lists in the
form of Cheshire tapes, gummed labels, and heat transfers which are attached to envelopes and placed
in the mail by a service bureau constitute tangible personal property and are subject to tax.

i. Services of a machine operator. The services of a machine operator, such as a key punch
operator or the operator of any other data processing equipment, when hired to operate another person’s
machinery or equipment, are subject to tax when contracted for and performed by someone other than
an employee of the owner of the machinery and equipment.

j. Maintenance contracts. Maintenance contracts sold in connection with the sale or lease of
canned software generally provide that the purchaser will be entitled to receive storage media on which
prewritten program improvements have been recorded. The maintenance contract may also provide that
the purchaser will be entitled to receive certain services, including error corrections and telephone or
on-site consultation services.

(1) Nonoptional maintenance contract. If the maintenance contract is required as a condition of
the sale or rental of canned software, it will be considered as part of the sale or rental of the canned
software, and the gross sales price is subject to tax whether or not the charge for the maintenance contract
is separately stated from the charge for software.

(2) Optional maintenance contracts prior to July 1, 1998. If the maintenance contract is optional to
the purchaser of canned software, then only the portion of the contract fee representing improvements
delivered on storage media is subject to sales tax if the fee for other services, including consultation
services and error corrections, is separately stated. If the fee for other services, including consultation
services and error corrections, is not separately stated from the fee for improvements delivered on storage
media, the entire charge for the maintenance contract is subject to sales tax.

(3) Optional maintenance contracts on and after July 1, 1998. If an optional software maintenance
or support contract provides for technical support services only, then no tax is imposed on the gross
receipts from the performance of those services. If an optional software maintenance or support contract
separately states the charges which represent improvements delivered on storage media from charges
which represent other services, including consultation services and error correction, then only that
portion of the contract fee representing improvements delivered on the storage media is subject to sales
tax. If an optional software maintenance or support contract provides for the taxable transfer of tangible
personal property and the provision of nontaxable services, and there is no separately stated charge
for the taxable transfer of property or for the nontaxable service, then state sales tax of 5 percent shall
be imposed on 50 percent of the gross receipts from the sale of such contracts. See 701—paragraph
18.25(3)“c” for more information.

18.34(3) Nontaxable items and activities.
a. Custom programs. These are programs prepared to the special order of a customer. Tax does not

apply to the transfer of custom programs in the form of written procedures, such as program instructions
listed on coding sheets. Tax applies to the sale of material transferred to the customer in the form of
typed or printed sheets if separately invoiced.
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b. Processing a client’s data. Generally speaking, if a person enters into a contract to process a
client’s data by the use of a computer program, or through an electrical accounting machine programmed
by a wired plugboard, the processing of a client’s data is nontaxable. Such contracts usually provide that
the person will receive the client’s source documents, record data in machine readable form, such as in
punch cards or on magnetic tape, make necessary corrections, rearrange or create new information as the
result of the processing and then provide tabulated listings or record output on other media. This service
will be considered nontaxable even if the total charge is broken down into specific charges for each step.
The furnishing of computer programs and data by the client for processing under direction and control of
the person providing the service is nontaxable even though charges may be based on computer time. The
true object of these contracts is considered to be a service, even though some tangible personal property
is incidentally transferred to the client. However, tax will apply to tangible personal property separately
invoiced to the client.

c. Time sharing. Charges made for the use of automatic data processing equipment, on a
time-sharing basis, where access to the equipment is by means of remote facilities, are not subject to
tax. Time sharing which is, in fact, a rental of equipment and the lessee exercises the right of possession
or control over the equipment is subject to tax. See 18.34(2)“b” and rule 701—26.18(422).

d. Designing of systems, converting of systems, consulting, training, and miscellaneous
services. These services consist of the developing of ideas, concepts and designs. Common examples
of these nontaxable services are:

(1) Designing and implementing computer systems (e.g., determining equipment and personnel
required and how they will be utilized).

(2) Designing storage and data retrieval systems (e.g., determining what data communications and
high speed input-output terminals are required).

(3) Convertingmanual systems to automatic data processing systems, converting present automatic
data processing systems to new systems (e.g., changing a second generation system to a third generation
system).

(4) Consulting services (e.g., studies of all or part of a data processing system).
(5) Feasibility studies (e.g., studies to determine what benefits would be derived if procedures were

automated).
(6) Evaluation of bids (e.g., studies to determine which manufacturer’s proposal for computer

equipment would be most beneficial).
(7) Providing technical help such as analysts and programmers, usually on an hourly basis.
(8) Writing (coding) and testing of programs—contract programming. These services result in

the production of customized programs. This type of service is not taxable because programming
requires the development or ascertainment of information, and the evaluation of data, in addition to
other development skills.

Persons engaged in providing nontaxable computer services are the consumers of all tangible
personal property used in such activities, and the tax must be paid on their acquisition of such property.

This paragraph, 18.34(3)“d,” shall become effective for periods beginning on or after April 1, 1992.
e. Installation charges. Where installation charges are separately contracted for or where no

contract exists, are separately invoiced, or do not constitute enumerated taxable services, they are
exempt from tax. See rule 701—15.14(422,423).

f. Pickup and delivery charges. The tax will not apply to pickup and delivery charges which are
separately contracted for or where no contract exists, are separately invoiced.

g. Rental of computer programs. Prior to July 1, 1984, the rental of computer programs was
not subject to tax since the program did not constitute equipment. KTVO, Inc. vs. Bair, 1977, Iowa
225 N.W.2d, 111. For the rule regarding prewritten (canned) programs subsequent to that date, see
18.3(2)“c.”

This rule is intended to implement Iowa Code sections 422.42, 422.45 and 423.2 and Iowa Code
Supplement section 422.43 as amended by 1998 Iowa Acts, Senate File 2288.
[see Rescission note at end of chapter]
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701—18.35(422,423) Drainage tile. The sale or installation of drainage tile which is to be used
in disease control, weed control, or the health promotion of plants or livestock produced as part
of agricultural production for market is exempt from tax. Drainage tile, when purchased for these
purposes, is therefore not subject to tax. In all other cases, drainage tile will be considered a building
material and subject to tax under the provisions of Iowa Code subsection 422.42(9).

This rule is intended to implement Iowa Code sections 422.42(3), 422.42(9), and 423.2.

701—18.36(422,423) True leases and purchases of tangible personal property by lessors.
18.36(1) True leases and purchases by lessors prior to, on, and subsequent to July 1, 1978. The

definition of a sale specified in Iowa Code subsection 422.42(2) does not include leases. Hence, the
exemption from tax on sales for resale is inapplicable to the purchase of tangible personal property
for the purpose of leasing such property to others, but not for the purpose of reselling such property.
Cedar Valley Leasing, Inc. v. Iowa Department of Revenue, 274 N.W.2d 357 (Iowa 1979). However,
even though the general rule is that the acquisition cost of tangible personal property purchased for the
purpose of leasing it to others is subject to the Iowa sales or use tax, certain transactions are exempted
from tax by statute. See subrule 18.36(4).

18.36(2) General. Prior to July 1, 1984, tax is due on the lease or rental payments derived from the
service of equipment rental only and not from the lease or rental of other tangible personal property.
See 701—subrule 26.18(1). Tax would also be due on the gross receipts received on the disposal of the
tangible personal property provided no exemption exists. When property is purchased for the purpose
of financing under a conditional sales contract, the property is purchased for resale, and the acquisition
of the property is not subject to Iowa tax. See rule 701—16.47(422,423).

The gross receipts from the leasing of property for subletting purposes is exempt from tax as a resale
of a service, but the lessee must collect tax on the gross receipts from subletting unless such subletting
is otherwise exempt from tax.

a. Where a resident or nonresident lessor leases equipment to a resident or nonresident lessee and
the lease contract is executed in Iowa and the equipment is delivered to the lessee in Iowa, the rental
payments are subject to Iowa sales tax, even if the equipment is taken by the lessee to another state.
Williams Rentals, Inc. v Tidwell, 516 S.W.2d 614 (Tenn. 1974).

b. Where a nonresident lessor leases equipment to a resident or nonresident lessee and the lessee
uses the equipment in Iowa, the nonresident lessor has the responsibility of collecting Iowa use tax on
the lease payments, provided the lessor maintains a place of business in Iowa as provided in Iowa Code
sections 423.1(6) and 423.9. Whether the lease agreement is executed in Iowa or not is irrelevant. State
Tax Commission v. General Trading Co., 322 U.S. 335, 64 S.Ct. 1028,88 L.Ed 1309, (1944).

c. Where a lessee is the recipient of equipment rental services as defined in “a” and “b” above
and no tax has been collected from such lessee by the lessor, the lessee should remit Iowa use tax to the
department of revenue. In the event no tax is remitted, the department, in its discretion, may seek to
collect the tax from the lessor or lessee. In the event that the lessee is the recipient of equipment rental
services, and the lessor does not maintain a place of business in Iowa and does not collect use tax pursuant
to Iowa Code section 423.10, such lessee shall remit tax on its rental payments to the department.

d. Where a resident lessor leases equipment to a nonresident lessee outside of Iowa, and the
equipment is delivered to the lessee outside Iowa, the act of leasing is exempt from the Iowa sales tax
on the rental payments. However, in the event the lessee brings the equipment into Iowa and uses it in
Iowa, Iowa use tax applies to rental payments, but see “g” below.

e. Where a resident or nonresident lessor purchases tangible personal property in Iowa for
subsequent lease in or out of Iowa and takes delivery of the equipment in Iowa, the lessor’s purchase
is subject to Iowa sales tax. Dodgen Industries, Inc. v. Iowa State Tax Commission, 160 N.W.2d 289
(Iowa 1968).

f. When a resident or nonresident lessor purchases tangible personal property outside of Iowa for
the purpose of leasing it in Iowa and the equipment is brought into Iowa and used by the resident or
nonresident lessee in this state, the lessor is considered as having a “use” of the property in Iowa and
Iowa use tax will apply to the lessor’s purchase price of the property, regardless whether or not the lessor
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makes any physical use of the property in Iowa. Union Oil Company of California v. State Board of
Equalization, 1963, 34 Cal. Rpts. 872, 386 P.2d 496.

g. If a sales or use tax has already been paid to another state on the purchase price of equipment
prior to the use of that equipment in Iowa, a tax credit against the Iowa use tax on the purchase price will
be given. After the equipment is brought into Iowa, if a sales or use tax is properly payable and is paid
to another state on the rental payments of equipment, for the same time the Iowa tax is imposed on such
rentals, a tax credit against the Iowa use tax on such rental payments will be given. Henneford v. Silas
Mason Co., 1937, U.S.577, 57 S.Ct. 524, S1 L.Ed. 814.

18.36(3) Leases relating to vehicles subject to registration.
a. Vehicles as defined in Iowa Code subsections 321.1(4), (6), (8), (9), and (10) (motor trucks,

truck tractors, road tractors, trailers, and semitrailers), except when designed primarily for carrying
persons, can be purchased free of use tax when purchased for lease and actually leased for use outside
Iowa if the subsequent sole use in Iowa is in interstate commerce or interstate transportation.

b. Tangible personal property which by means of fabrication, compounding, or manufacturing
becomes an integral part of vehicles as defined in 18.36(3)“a” when manufactured for lease and
actually leased to a lessee for use outside the state of Iowa, can be purchased free of use tax provided
the sole subsequent use of the vehicle in Iowa is in interstate commerce or interstate transportation.
(Iowa purchases which would be subject to Iowa sales tax do not qualify for this exemption.) See rule
701—33.7(423).

The provisions of “a” and “b” are effective for periods beginning on January 1, 1973. Also see
701—Chapter 34 of the rules relating to vehicles subject to registration.

18.36(4) Special rules for lessors on or after July 1, 1978. If tangible personal property is purchased
for leasing, the purchase of the property is exempt from tax if the following conditions are met:

a. The person (lessor) purchasing the property is regularly engaged in the business of leasing,
b. The period of the lease is for more than one year for sales or property occurring from July 1,

1978, to May 18, 1997, inclusive; for sales of property occurring on and after May 19, 1997, the period
of the lease must be for more than five months, and

c. The lease or rental receipts must be subject to tax under the service of equipment rental.
All three conditions must be met before the exemption applies.
If the exemption is properly claimed, it is lost when the property is made use of for any purpose other

than leasing and the person claiming the exemption is liable for the tax based on the original purchase
price. Tax paid on the leasing or rental payments would be allowed as a credit against the tax due on the
purchase price.

In the following examples, assume, unless stated to the contrary, that the lease or rental receipts are
subject to tax. The examples are written on the assumption that the period for an exempt lease is five
months or longer. Thus, these examples are basically applicable to the period beginning May 19, 1997;
however, the examples illustrate principles which are applicable to the purchase for lease exemption for
periods longer than one year which was the requirements for exemption prior to May 19, 1997.

EXAMPLE: A restaurant makes a one-time purchase of office furniture which it leases to an insurance
company for a period of four years. The purchase of office furniture by the restaurant would be subject to
tax because the restaurant is not regularly engaged in the business of leasing. However, if the restaurant
established a pattern of regularly purchasing office furniture or other tangible personal property for lease,
the exemption would apply.

EXAMPLE: A company purchases a computer which will be leased for a period of three years, at
which time the computer is returned to the company. The sole business of the company is to purchase
this one computer for lease. The purchase of the computer is exempt from tax because the company is
regularly engaged in the business of leasing.

EXAMPLE: A leasing company purchases three lawn mowers which will be leased to individuals for
periods of time less than five months. The purchase of the lawn mowers by the leasing company would
be subject to tax because the periods of the leases are for less than five months.
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EXAMPLE: A leasing company purchases a computer which will be leased for a period of three years.
The purchase of the computer is exempt from tax because the period of the lease is for more than five
months.

EXAMPLE: A leasing company buys a computer. The company claims the exemption from tax, but
the company uses the computer in its own operations. Tax is due on the original purchase price and the
leasing company is liable for the tax due.

EXAMPLE: A leasing company purchases a copying machine which will be leased for a period of
two years. After four months, the machine is returned to the leasing company and then the machine is
immediately re-leased without being used by the leasing company for any other purpose. The exemption
would apply because it was properly claimed and nothing occurred to cause loss of the exemption.

EXAMPLE: A leasing company purchases a copying machine which will be leased for a period of two
years. After four months, the machine is returned and the leasing company then uses the machine in its
own business. The exemption would no longer apply and the leasing company would be liable for the
tax based on the original purchase price. Credit would be allowed against the tax due on the purchase
price for any tax paid on the lease or rental payments. Assume the leasing company paid $2,000 for the
copying machine and charged $200 per month plus $10 in tax per month. Since the machine is returned
and the exemption is not applicable, the leasing company would owe $100 on the $2,000 acquisition
cost. However, the leasing company collected $40 (four months x $10) tax on the monthly rental charges.
Allowing the credit for tax collected of $40 against the total tax liability of $100 leaves a net tax liability
of $60 owed by the leasing company.

EXAMPLE: Amanufacturer and seller of office furniture also leases office furniture. The leases always
run for a period longer than five months and the company usually has only two leases per year. The
leasing operation only accounts for 1 percent of the company’s total business. The company still qualifies
for the exemption because it is regularly engaged in the business of leasing and the period of the lease is
for more than five months.

EXAMPLE: A leasing company purchases an airplane from an aircraft dealer and leases it for a period
of three years. The lease or rental payments are not taxed because of the exemption for transportation
services. The leasing company would owe tax based on the acquisition cost because the lease or rental
payments are not subject to tax under the service of equipment rental.

EXAMPLE: A leasing company purchases equipment and leases it to a lessee for a period of 18months.
For the first 3 months, the equipment is used by the lessee in making repairs to existing structures and
the lease receipts are taxable. For the remainder of the lease period, the equipment is used in new
construction of buildings and structures and the lease receipts are exempt from tax. The acquisition cost
of the equipment is exempt because the exemption was properly claimed and was not subsequently lost
by a use other than leasing.

EXAMPLE: A leasing company purchases from an Iowa retailer equipment on May 18, 1997, for
the purpose of leasing it for a period of six months. The lease receipts will be taxable. The sales
tax exemption on the acquisition cost to the lessor cannot be claimed because the sale occurred before
May 19, 1997, and, at the time of the sale, no sales tax exemption applied to such acquisition cost.
The exemption for acquisition cost should not be given a retroactive effect. Jones v. Gordy, 1935, 169
Md. 173, 180 Atl. 272.

EXAMPLE: A leasing company purchases equipment outside of Iowa on May 1, 1997. The lessee
brings the equipment into Iowa on June 1, 1997, and uses it in Iowa. The lease period is nine months, and
the lessee’s use in Iowa is subject to Iowa use tax on the lease payments. Under these circumstances, the
Iowa use tax exemption on the lessor’s acquisition cost applies because it is the law in effect at the time of
use in Iowa, not at the time of sale, which determines whether a use tax exemption applies. City of Ames
v. Iowa State Tax Commission, 1955, 246 Iowa 1016, 71 N.W.2d 15; Allis-Chalmers Mfg. Co. v. Iowa
State Tax Commission, 1958, 250 Iowa 193, 92 N.W.2d 129.

EXAMPLE: A leasing company purchases equipment not for resale and leases it to the lessee for a
period of more than five months. After three months, the equipment is returned to the leasing company
which then sells the equipment. Such sale is not part of the regular course of the leasing company’s
business. The exemption, though properly claimed, is lost because, by reason of such sale, the leasing
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company made use of the property for a purpose other than leasing or renting. Had the equipment been
returned to the leasing company on or after five months and one day from the commencement of the lease
period, and the leasing company then sold the equipment outside the regular course of its business or used
the equipment in its business, the exemption for acquisition cost would not be lost. Had the equipment
been purchased for resale and leased prior to such resale, the acquisition cost to the leasing company
would be exempt from tax. Herman M. Brown Co. v. Johnson, 1957, 248 Iowa 1143, 82 N.W.2d 134. If
the equipment is traded in toward the purchase price of other equipment by the leasing company, or if
the leasing company disposes of the equipment after it is fully depreciated, the exemption for acquisition
cost is not lost. Where sale of equipment outside the regular course of business is made by the leasing
company, see also rule 18.28(422) to determine whether the casual sale exemption applies to the receipts
from such sale.

EXAMPLE: A leasing company purchases equipment which is leased to the lessee. Assume that the
exemption for acquisition cost of the equipment was properly claimed. Thereafter, the lessee makes an
assignment of the lease. The exemption is not lost since the assignee stands in the same position as the
original lessee and such an assignment does not change the nature of the original lease period. Berg
v. Ridgway, 1966, 258 Iowa 640, 140 N.W.2d 95.

EXAMPLE: A leasing company purchases equipment which is leased to the lessee in accordance with
the criteria creating the acquisition cost exemption. The leasing company sells the lease contracts, as
commercial paper, to others. The exemption for acquisition cost can still be claimed and such sales of
lease contracts do not cause loss of the exemption.

EXAMPLE: A leasing company purchases equipment which is leased to the lessee in accordance with
the criteria creating the acquisition cost exemption. Thereafter, the lease can no longer be performed
because the property is destroyed by an act of God. The acquisition cost exemption is not lost.

EXAMPLE: A leasing company purchases equipment which is leased to the lessee in accordance with
the criteria creating the acquisition cost exemption. Thereafter, the lessee is adjudged bankrupt and the
equipment is returned to the leasing company and is re-leased without being used by the leasing company
for any other purpose. The acquisition cost exemption is not lost since the leasing company makes no
use for any purpose other than leasing or renting.

EXAMPLE: A leasing company purchases equipment which is leased to a lessee. The criteria for the
acquisition cost exemption are present. The lessee then sublets the equipment to another for a period
less than five months. The acquisition cost exemption is not lost.

18.36(5) Lease or rental of all tangible personal property now subject to tax. On and after July 1,
1984, the lease or rental of all tangible personal property is subject to tax. See rule 701—26.18(422) for
information concerning additional transactions subject to tax after that effective date.

This rule is intended to implement Iowa Code sections 422.42(2), 422.43, 422.45, 423.1, and 423.4.

701—18.37(422,423) Motor fuel, special fuel, aviation fuels and gasoline.
18.37(1) In general. The gross receipts from the sale of motor fuel and special fuel are exempt from

sales tax under Iowa Code section 422.45(11) if (1) the fuel is consumed for highway use, in watercraft,
or in aircraft, (2) the Iowa fuel tax has been imposed and paid, and (3) no refund or credit of fuel tax
has been made or will be allowed. However, beginning July 1, 1985, the gross receipts from the sale of
special fuel for diesel engines used in commercial watercraft on rivers bordering Iowa are exempt from
sales tax, even though no fuel tax has been imposed and paid, providing the seller delivers the fuel to
the owner’s watercraft while it is afloat. Prior to July 1, 1988, retail sales of aviation gasoline were not
exempt from sales tax under Iowa Code subsection 422.45(11). See subrule 18.37(4).

18.37(2) Refunds or credits of motor fuel and special fuel. Claims for refund or credit of fuel taxes
under the provisions of Iowa Code chapter 452A must be reduced by any sales or use tax owing the state
unless a sales tax exemption is applicable. Generally, refund claims or credits are allowed where fuel is
purchased tax paid and used for purposes other than to propel a motor vehicle or used in watercraft.

18.37(3) Refunds of tax on fuel purchased in Iowa and consumed out of Iowa. Even though fuel is
purchased in Iowa, fuel tax paid in Iowa, and the fuel tax is subject to refund under the provisions of
division III of Iowa Code chapter 452A relating to interstate motor vehicle operations, the refund of
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the fuel tax does not subject the purchase of the fuel to sales tax. Subjecting the purchase to sales tax
has the effect of imposing sales tax when fuel is consumed in interstate commerce while fuel consumed
on Iowa highways in intrastate commerce is exempt from sales tax pursuant to Iowa Code subsection
422.45(11). The effect for sales tax purposes is to impose a greater tax burden on non-Iowa highway fuel
consumption than Iowa highway fuel consumption thereby discriminating against interstate commerce.
In addition, the effect of imposing sales tax on interstate excess purchases where intrastate highway use
is not subject to the tax constitutes an export duty for purchasing fuel in Iowa and exporting it for use
in another state. Such effects are in violation of the commerce clause of the United States Constitution.
Boston Stock Exchange v. State Tax Commission, 1977, 429 U.S. 319, 97 S.Ct. 599,50 L.Ed.2d 514 and
Coe v. Errol, 1886, 116 U.S. 517, 6 S.Ct. 475, 29L.Ed. 715.

18.37(4) Aviation gasoline. Tax treatment prior to July 1, 1988. Prior to July 1, 1988, all Iowa
fuel tax paid on aviation gasoline used in aircraft was refundable under Iowa Code section 452A.17.
Generally, aviation gasoline is not purchased for highway use or for use in watercraft, therefore, the
exemption from sales and use tax found in Iowa Code subsection 422.45(11) was generally not applicable
to purchases of aviation gasoline. However, Iowa Code subsection 422.52(4) provides for the collection
of sales tax by way of deduction from motor fuel tax refunds allowable under Iowa Code chapter 452A.
Therefore, sales tax is not assessed at the retail level but only in instances where the fuel tax paid on
aviation gasoline has been refunded. If no application for a fuel tax refund relating to aviation fuel has
been made, no sales tax is assessed on the aviation gasoline purchase.

18.37(5) Ethanol. For tax periods after April 30, 1981. Retail sales of ethanol are exempt from Iowa
sales or use tax.

18.37(6) Tax base. The basis for computing the Iowa sales tax will be the retail selling price of the
fuel less any Iowa fuel tax included in such price. Federal excise tax should not be removed from the
selling price in determining the proper sales tax due. W.M. Gurley v. Arny Rhoden supra. Also see rule
701—15.12(422,423).

This rule is intended to implement Iowa Code sections 422.31, 422.43, 422.45(11), 422.45(22),
422.52(4), 423.1, 452A.3, and 452A.17.

701—18.38(422,423) Urban transit systems. A privately owned urban transit system which is not an
instrumentality of federal, state or county government is subject to sales tax on fuel purchases which are
within the urban transit systems charter.

Tax shall not apply to fuel purchases, made by a privately owned urban transit company, for use
outside the urban transit system charter in which a fuel tax has been imposed and paid and no refund has
been or will be allowed.

Whether an urban transit company will be considered an instrumentality of federal, state or county
government for the purpose of receiving sales tax exemption on its fuel purchases, which are also
exempted from fuel tax and used for public purposes, depends upon consideration of the following:

1. Whether it is created by government.
2. Whether it is wholly owned by government.
3. Whether it is operated for profit.
4. Whether it is primarily engaged in the performance of some essential governmental function.
5. Whether the payment of tax will impose an economic burden upon the corporation, or that

payment of tax serves to materially impair the usefulness or efficiency of the corporation or the payment
of tax materially restricts the corporation in the performance of its duties.

These above enumerated considerations are not all inclusive and the presence of some and absence
of others does not necessarily establish the exemption. Unemployment compensation of North Carolina
v. Wachovia Bank and Trust Company, 2 S.E.2d 592, 595, 215 No. Car. 491 (1939); 1976 O.A.G. 823,
827, 828.

This rule is intended to implement Iowa Code subsection 422.45(1).

701—18.39(422,423) Sales or services rendered, furnished, or performed by a county or city. The
gross receipts from the sales, furnishing, or service of gas, electricity, water, heat, and communication
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service rendered, furnished, or performed by a county or city are subject to the tax. On and after July
1, 1985, the gross receipts from fees paid to cities and counties for the privilege of participating in any
athletic sports are also subject to tax. On or after July 1, 1991, the gross receipts from any municipally
owned pay television service are taxable as well. On and after April 1, 1992, the gross receipts from
a county or municipality furnishing sewage service or solid waste collection and disposal service to
nonresidential commercial operations are taxable (see rules 701—26.71(422,423) and 26.72(422,423)
for more information).

Any other sales or services rendered, furnished, or performed by a county or city are not subject to
the tax.

A “sport” is any activity or experience which involves some movement of the human body and gives
enjoyment or recreation. An “athletic” sport is any sport which requires physical strength, skill, speed,
or training in its performance. The following activities are nonexclusive examples of athletic sports:
baseball, football, basketball, softball, volleyball, golf, tennis, racquetball, swimming, wrestling, and
foot racing.

The following is a list of various fees which would be considered fees paid to a city or county for
the privilege of participating in any athletic sport, and thus subject to tax under this rule. The list is not
exhaustive.

1. Fees paid for the privilege of using any facility specifically designed for use by those playing
an athletic sport: fees for use of a golf course, ball diamond, tennis court, swimming pool, or ice skating
rink are subject to tax. These fees are subject to tax whether they allow use of the facility for a brief
or extended period of time, e.g., a daily fee or season ticket for use of a swimming pool or golf course
would be subject to tax. Group rental of facilities designed for playing an athletic sport would also be
subject to tax.

2. Fees paid to enter any tournament or league which involves playing an athletic sport would be
subject to tax. Both team and individual entry fees are taxable. Fees paid to enter any marathon or foot
race of shorter duration would be subject to tax under this rule.

Not subject to tax as fees paid to a city or county for the privilege of participating in any athletic
sport under this rule are the following charges. The list is not intended to be exhaustive.

1. Fees paid for lesson or instruction in how to play or to improve one’s ability to play an athletic
sport are not subject to tax. Golf and swimming lesson fees are specific examples of such nontaxable
charges. The fees are excluded from tax regardless of whether the person receiving the instruction is a
child or an adult. Fees charged for equipment rental, regardless of whether this equipment is helpful or
necessary to participation in an athletic sport, are not subject to tax. The rental of a golf cart or moveable
duck blind would not be subject to tax. The rental of a recreational boat is a transportation service, the
gross receipts of which are not subject to tax if provided by a city or county.

2. Sales of merchandise, e.g., food or drink, to persons watching or participating in any athletic
sport are not subject to tax.

3. Fees charged to improve any facility where any athletic sport is played are not subject to tax,
unless such a fee must be paid to participate in an athletic sport which can be played within the facility.

4. Fees paid by any person or organization to rent any county or city facility or any portion of
any county or city park shall not be subject to tax unless the portion of the park or facility is specifically
designed for the playing of an athletic sport.

EXAMPLE: A local bridge club pays a fee to use a shelter house and the surrounding grounds at a
county park for a picnic. During the course of the picnic, the club members set up a net and use the
surrounding grounds to play volleyball. They also improvise a softball field and play a softball game
there. The fee which the bridge club has paid to rent the shelter house and surrounding grounds would
not be subject to tax.

5. Fees paid for the use of a campground or hiking trail are not subject to tax.
This rule is intended to implement Iowa Code sections 422.43 and 422.45.

701—18.40(422,423) Renting of rooms. The gross receipts from the renting of any and all rooms,
including but not limited to sleeping rooms, banquet rooms or conference rooms in any hotel, motel,
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inn, public lodging house, rooming or tourist court, or in any place where sleeping accommodations are
furnished to transient guests, whether with or without meals, are subject to the tax. The rental of a mobile
home or of manufactured housing which is tangible personal property is treated as room rental rather than
tangible personal property rental. The renting of all rooms would be exempt from the tax if rented by
the same person for a period of more than 31 consecutive days. The renter must contract to rent for a
single period of 31 days or more. The renter may not accumulate these 31 days by contracting for two or
more rental transactions. The incremental manner in which the hotel, motel, inn, public lodging house,
rooming or tourist court, or any place where sleeping accommodations are furnished to transient guests
bills its customers does not influence the accumulation of days that is required to claim the exemption.

This rule is intended to implement Iowa Code section 422.43.

701—18.41(422,423) Envelopes for advertising.
18.41(1) Some envelopes which contain advertising are exempt from tax. Envelopes which are not

primarily used for advertising are taxable. The primary use of the envelopes should control whether they
will be taxable or exempt. Iowa Movers and Warehouseman’s Assn. v. Briggs, 237 N.W.2d 759 (Iowa
1976).

EXAMPLE 1: XYZ mails coupons and advertisements to persons giving discounts on a certain item
which is sold at retail. The envelope used to package these materials is exempt from tax since it is
primarily used to contain advertising materials.

EXAMPLE 2: XYZ mails a monthly billing statement to its charge account customers. In addition
to the billing statement, XYZ Company encloses an advertisement in the envelope. The envelope has a
dual purpose: (1) the collection of accounts receivable and (2) the distribution of advertising. However,
the envelope is not primarily used for advertising but for billing the customer, therefore, the exemption
does not apply.

18.41(2) Because of the difficulty of administering this exemption, purchasers of envelopes may
petition to the department for permission to use a formula to represent to the seller the portion of taxable
and exempt gross receipts from envelope purchases.

This rule is intended to implement Iowa Code subsection 422.45(9).

701—18.42(422,423) Newspapers, free newspapers and shoppers’ guides.
18.42(1) General observations. The gross receipts from the sales of newspapers, free newspapers,

and shoppers’ guides are exempt from tax. The gross receipts from the sales of magazines, newsletters,
and other periodicals which are not newspapers are taxable. Recent cases decided by the United States
Supreme Court and the Supreme Court of Iowa prohibit exempting from taxation the sale of any
periodical if that exemption from taxation is based solely upon the contents of that periodical. See
Arkansas Writers’ Project, Inc. v. Ragland, 481 U.S. 221, 107 S.Ct. 1722, 95 L.Ed.2d 209 (1987) and
Hearst v. Iowa Department of Revenue & Finance, 461 N.W.2d 295 (Iowa 1990).

18.42(2) General characteristics of a newspaper. “Newspaper” is a term with a common definition.
A “newspaper” is a periodical, published at short, stated, and regular intervals, usually daily or weekly.
It is printed on newsprint with news ink. The format of a newspaper is that of sheets folded loosely
together without stapling. A newspaper is admitted to the U.S. mails as second-class material. Other
frequent characteristics of newspapers are the following:

a. Newspapers usually contain photographs. The photographs are more often in black and white
rather than color.

b. Information printed on newspapers is usually contained in columns on the newspaper pages.
c. The larger the cross section of the population which reads a periodical in the area where the

periodical circulates, the more likely it is that the department will consider that periodical to be a
“newspaper.”

18.42(3) Characteristics of newspaper publishing companies. Companies in the business of
publishing newspapers are differently structured from other companies. Often, companies publishing
larger newspapers will subscribe to various syndicates or “wire services.” A larger newspaper will
employ a general editor and a number of subordinate editors as well, for example, sports and lifestyle
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editors; business, local, agricultural, national, and world news editors; and editorial page editors. A
larger newspaper will also employ a variety of reporters and staff writers. Smaller newspapers may or
may not have these characteristics or may consolidate these functions.

18.42(4) Characteristics which distinguish a newsletter from a newspaper. A “newsletter” is
generally distributed to members or employees of a single organization and not usually to a large cross
section of the general public. It is often published at irregular intervals by a volunteer, rather than the
paid individual who usually publishes a newspaper. A newsletter is often printed on sheets which are
held together at one point only by a staple, rather than folded together.

This rule is intended to implement Iowa Code section 422.45(9).

701—18.43(422,423) Written contract. On and after July 1, 1985, the gross receipts from certain
additional services are subject to tax. However, these newly taxable services are exempt from tax if
performed pursuant to a written services contract in effect on April 1, 1985. The exemption from
taxation for these services expires June 30, 1986. The services to which this “written contract”
exemption is applicable are the following: cable television; campgrounds; gun repair; janitorial and
building maintenance or cleaning; lawn care, landscaping and tree trimming and removal; lobbying
service; pet grooming; reflexology; security and detective services; tanning beds or salons; water
conditioning and softening; the rental of recreational vehicles, recreational boats or motor vehicles
subject to registration which are registered for a gross weight of 13 tons or less; and fees paid to cities
and counties for the privilege of participating in any athletic sports.

A “written contract” is one which is entirely in writing, so that all of its essential terms and provisions
exist in writing, and oral statements are not necessary to set out any essential term or provision, such
as who the parties to the contract are or what their rights and duties are under the contract. However,
if it is necessary to resort to oral statements to explain the meaning of a written provision in a contract,
a “written contract” can still exist. A written contract need not consist of one document or instrument
only. It can consist of two or more writings, if all the necessary provisions of the contract are contained in
those writings. For the purposes of this rule, the following must be stated in writing if a written contract
is to exist: The nature and specification of the service to be provided, the name of the party providing
the service, the name of the party receiving the service, the “consideration” (amount and method of
payment) for providing the service, the signature of one or both of the parties to the contract, depending
upon circumstances, and the date upon which the contract became effective.

The written contract must be in effect on April 1, 1985, if the service to which the contract pertains
is to be exempt from tax. If a contract is signed by only one of the parties to it, that contract is still a
“written contract” if the party which has not signed the contract acquiesces in the promises which the
party who has signed the document makes within it. McDermott v. Mahoney, 139 Iowa 292, 115 N.W.
32, (Iowa 1908).

EXAMPLE: A security agency sends a proposed agreement to a potential customer promising to
provide the services of a uniformed security guard for the customer’s business premises beginningMarch
15, 1985, and continuing until March 15, 1987. The agreement is signed by the security agency’s
president and dated February 15, 1985. The agreement is received by the potential customer’s president,
who does not sign it, but, on March 15, 1985, allows the security agency’s uniformed guard on the
premises, and makes payment for those services as stipulated in the agreement. This agreement is a
“written contract”; the services of the uniformed guard are not subject to tax for the period beginning
July 1, 1985, and ending June 30, 1986. The services performed between July 1, 1986, and March 15,
1987, would be subject to tax.

This rule is intended to implement Iowa Code subsection 422.43(11).

701—18.44(422,423) Sale or rental of farm machinery and equipment. On and after July 1, 1987,
the gross receipts from the sale or rental of farm machinery and equipment will be exempt from tax.
Effective July 1, 1996, the gross receipts from the sale of property which is a container, label, carton,
pallet, packing case, wrapping, baling wire, twine, bag, bottle, shipping case or other similar article or
receptacle sold for use in agricultural, livestock or dairy production are not subject to sales tax.
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18.44(1) Characteristics of and limitations upon farm machinery and equipment. To be eligible for
exemption from or refund of tax under this rule the machinery or equipment must:

a. Be directly and primarily used in production of agricultural products; and
b. Be one of the following:
(1) A self-propelled implement; or
(2) An implement customarily drawn or attached to a self-propelled implement; or
(3) A grain dryer; or
(4) An auxiliary attachment which improves the performance, safety, operation, or efficiency of a

qualifying implement or grain dryer if sale or first use in Iowa is on or after July 1, 1995; or
(5) A replacement part for any item described in subparagraph (1), (2), (3), or (4).
(6) Effective July 1, 1996, the gross receipts from the sale of property which is a container, label,

carton, pallet, packing case, wrapping, baling wire, twine, bag, bottle, shipping case, or other similar
article or receptacle sold for use in agricultural, livestock or dairy production.

c. No vehicle subject to registration, as defined in Iowa Code subsection 423.1(7), implement
customarily drawn or attached to a vehicle, auxiliary attachment, or any replacement part for a vehicle,
implement, or auxiliary attachment is eligible for the exemption or refund allowed under this rule.

18.44(2) Definitions and characterizations. For the purposes of this rule, the following definitions
apply.

a. Production of agricultural products means the same as the term “agricultural production”
which is defined in 701—subrule 17.9(3), paragraph “a,” to mean a farming operation undertaken for
profit by raising crops or livestock. Production of agricultural products begins with the cultivation
of land previously cleared for planting of crops or with the purchase or breeding of livestock or
domesticated fowl. Not included within the meaning of the phrase are the clearing or preparation of
previously uncultivated land, the creation of farm ponds or the erection of machine sheds, confinement
facilities, storage bins or other farm buildings. See Trullinger v. Fremont County, 223 Iowa 677, 273
N.W. 124 (1937). Machinery and equipment used for these purposes would be used for activities
which are preparatory to but not a part of the production of agricultural products. The production of
agricultural products ceases when an agricultural product has been transported to the point where it will
be sold by the farmer or processed.

EXAMPLE. Farmer Brown uses a tractor and wagon to haul harvested corn from a field to a grain
dryer located on the farm. After the corn is dried, the same tractor and wagon are used to move the grain
to a storage bin, also located on the farm. Later the same tractor and wagon are used to deliver the corn
from the farm to the local elevator where it is sold. After Farmer Brown deposits the corn there, the local
elevator uses its own tractor and wagon to move the corn to a place of relatively permanent storage.
Farmer Brown has used the tractor and wagon in the production of agricultural products and the refund
or exemption would apply. The elevator has not used its tractor and wagon in such production; refund
or exemption would not be lawful.

b. Farm machinery and equipment means machinery and equipment specifically designed for use
in the production of agricultural products or equipment and machinery not specifically designed for this
use but which are directly and primarily used in the production of agricultural products.

EXAMPLE. Farmer Jones raises livestock and the farming operation requires that fences be built
to confine the livestock. Farmer Jones purchases a posthole digger that is customarily attached to a
tractor and uses the digger to construct the fences used to confine the livestock. The posthole digger
is not specifically designed for use in the production of agricultural products but would be directly and
primarily used in the production of agricultural products. Therefore, the exemption or refund applies.

c. Self-propelled implement has the same meaning as in 701—subrule 17.9(5), paragraph “c,”
where the term is defined to mean an implement which is capable of movement from one place to another
under its own power. The term self-propelled implement includes but is not limited to the following
items: skidloaders and tractors; and the following machinery if capable of movement under its own
power: combines, corn pickers, fertilizer spreaders, hay conditioners/windrowers, sprayers, and bean
buggies.
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d. Implements customarily drawn or attached to self-propelled implements. The following is a
nonexclusive, representative list of implements which are customarily drawn or attached to self-propelled
implements: Augers, balers, blowers, combines, conveyers, cultivators, disks, drags, dryers (portable),
farm wagons, feeder wagons, fertilizer spreaders, front- and rear-end loaders, harrows, hay loaders,
mowers and rakes, husking machines, manure spreaders, planters, plows, rotary blade mowers, rotary
hoes, sprayers and tanks, and tillage equipment.

e. Direct use in agricultural production. In determining whether farm machinery, equipment or
any grain dryer is directly used in agricultural production, the fact that particular machinery or equipment
is essential to the production of agricultural products because its use is required either by law or practical
necessity does not, of itself, mean that the machinery or equipment is directly used in the production
of agricultural products. Machinery or equipment coming into actual physical contact with the soil or
crops during the operations of planting, cultivating, harvesting, and soil preparation will be presumed to
be machinery or equipment used in agricultural production.

f. Grain dryer. The term grain dryer includes the heater and the blower necessary to force the
warmed air into a grain storage bin. It does not include equipment used in grain storage or movement
such as augers and spreaders or any other equipment that is not a grain dryer. Equipment other than
a grain dryer which is used in grain drying may be exempt or subject to refund if the equipment is a
self-propelled implement or customarily drawn or attached to a self-propelled implement.

g. Replacement parts, differing meanings of the term for the period ending June 30, 1988, and for
the period beginning July 1, 1988.

(1) For the period beginning July 1, 1985, and ending June 30, 1988, a replacement part
is refundable or exempt only if its cost is depreciable for state and federal income tax purposes.
Replacement parts which are depreciable for state and federal income tax purposes include only those
replacement parts which either materially add to the value of machinery or equipment or appreciably
prolong its life. Replacement parts which only keep the machinery or equipment in its ordinarily
efficient operating condition are not eligible for exemption or refund. Included within the meaning of
replacement parts is any part the cost of which is depreciable for state and federal income tax purposes
but which may also be deducted as a current expense. So long as the cost is depreciable the sale or lease
of the replacement part is eligible for refund or exemption from tax. However, the person claiming the
refund or exemption must show that the replacement part which was deducted as an expense could have
been depreciated under state and federal income tax law.

(2) On and after July 1, 1988, the sale or lease of a replacement part is exempt from tax if
the replacement part is essential to any repair or reconstruction necessary to farm machinery or
equipment’s exempt use in the production of agricultural products. The term “replacement part” does
not include attachments and accessories which are not essential to the operation of the farm machinery
or equipment. Nonexclusive examples of attachments or accessories are: cigarette lighters, radios, and
add-on air-conditioning units.

18.44(3) Taxable and nontaxable transactions. The following are nonexclusive examples of sales
and leases of farm machinery and equipment which are or are not subject to exemption and refund.

a. A lessor’s purchase of farm machinery and equipment is not subject to tax, or is taxable subject
to refund, if the machinery or equipment is leased to a lessee who uses it directly and primarily in the
production of agricultural products and if the lessee’s use of the machinery or equipment is otherwise
exempt or subject to refund. To claim exemption from tax or a refund of tax paid, the lessor need not
make exempt use of the machinery or equipment so long as the lessee does.

b. To claim refund or exemption, the owner or lessee of farm machinery or equipment need not
be a farmer so long as the machinery and equipment is directly and primarily used in the production
of agricultural products, and the owner or lessee and the equipment or machinery meet the other
requirements of this rule. For example, a person who purchases an airplane designed for use in
agricultural aerial spraying and so used after purchase is entitled to the benefits of this rule even though
that person is not the owner or occupant of the land where the airplane is used.
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c. The sale or lease, within Iowa, of any farm machinery, equipment, or replacement part for
direct and primary use in agricultural production outside of Iowa is a transaction eligible for refund or
exemption if those transactions are otherwise qualified under this rule.

18.44(4) Auxiliary attachments. The following is a list (not inclusive) of auxiliary attachments
described in 18.44(1)“b”(4), the sale or first use in Iowa which is exempt from tax on and after July
1, 1995: auxiliary hydraulic valves, cabs, coil tine harrows, corn head pickup reels, dry till shanks,
dual tires, extension shanks, fenders, fertilizer attachments and openers, fold kits, grain bin extensions,
herbicide and insecticide attachments, kit wraps, no-till coulters, quick couplers, rear wheel assists,
rock boxes, rollover protection systems, rotary shields, stalk choppers, step extensions, trash whips,
upperbeaters, silage bags, and weights.

18.44(5) and 18.44(6) Rescinded IAB 9/7/88, effective 10/12/88.
This rule is intended to implement Iowa Code subsections 422.43(3) and 422.45(26), Iowa Code

chapter 422, Division IV, and Iowa Code section 422.45 as amended by 1996 Iowa Acts, chapter 1145.

701—18.45(422,423) Sale or rental of computers, industrial machinery and equipment; refund
of and exemption from tax paid for periods prior to July 1, 1997. The sale or rental of computers,
industrial machinery and equipment, including pollution control equipment, used in manufacturing,
in research and development, or in the processing or storage of data or information by an insurance
company, financial institution, or commercial enterprise is, under certain circumstances, exempt from
tax and, under other circumstances, is subject to refund of sales or use tax paid. The sale or rental of
machinery, equipment, or computers directly and primarily used in the recycling or reprocessing of
waste products is also exempt from tax; see subrule 18.45(8). For purposes of the organization of this
rule, items that may be exempt or subject to refund of tax are referred to as specified property unless the
context of the rule indicates otherwise. See subrule 18.45(1) for definition of what constitutes specified
property. See rule 18.58(422,423) for the manner in which the sale or rental of machinery, equipment,
and computers to manufacturers and the sale or rental of computers to commercial enterprises are
treated on and after July 1, 1997.

18.45(1) Definitions. The following words are defined for the purposes of this rule in the manner set
out below.

“Commercial enterprise” includes businesses and manufacturers conducted for profit and includes
centers for data processing services to insurance companies, financial institutions, businesses, and
manufacturers, but excludes professions and occupations and nonprofit organizations. A hospital that
is a not-for-profit organization would not be a “commercial enterprise.” The term “professions” means
a vocation or employment requiring specialized knowledge and often long and intensive academic
preparation. The term “occupations” means the principal business of an individual. Included within the
meaning of “occupations” is the business of farming. A professional corporation which carries on any
business which is a “profession” or “occupation” is not a commercial enterprise.

“Directly used.” Property is “directly used” only if it is used to initiate, sustain, or terminate the
transformation of any activity. In determining whether any property is “directly used,” consideration
should be given to the following factors:

1. The physical proximity of the property in question to the activity in which it is used;
2. The proximity of the time of use of the property in question to the time of use of other property

used before and after it in the activity involved; and
3. The active causal relationship between the use of the property in question and the activity

involved. The fact that a particular piece of property may be essential to the conduct of the activity
because its use is required either by law or practical necessity does not, of itself, mean that the property
is directly used.

“Financial institution” is a bank incorporated under Iowa Code chapter 524 or federal law; a savings
and loan association incorporated under Iowa Code chapter 534 or federal law; a credit union organized
under Iowa Code chapter 533 or federal law; or any corporation licensed as an industrial loan company
under Iowa Code chapter 536A. Excluded from the meaning of the term are loan brokers governed by
Iowa Code chapter 535C and production credit associations.
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“Industrial machinery and equipment”means machinery and equipment used by a manufacturer in a
manufacturing establishment. Machinery is any mechanical, electrical or electronic device designed and
used to perform some function and to produce a certain effect or result. The word includes not only the
basic unit of the machinery but also any adjunct or attachment necessary for the basic unit to accomplish
its intended function. The word also includes all devices used or required to control, regulate or operate
a piece of machinery, provided such devices are directly connected with or are an integral part of the
machinery and are used primarily for control, regulation or operation of machinery. Jigs, dies, tools,
and other devices necessary to the operation of or used in conjunction with the operation of what would
be ordinarily thought of as machinery are also considered to be “machinery.” See Deere Manufacturing
Co. v. Zeiner, 247 Iowa 1264 78 N.W.2d 527 (1956). Machinery does not include buildings designed
specifically to house or support machinery. Equipment is any tangible personal property used in an
operation or activity. Nonexclusive examples of equipment are: tables on which property is assembled
on an assembly line and chairs used by assembly line workers.

“Insurance company” means an insurer organized or operating under Iowa Code chapter 508, 514,
515, 518, 519, or 520 or authorized to do business in Iowa as an insurer. An insurance company must
have 50 or more persons employed in Iowa, excluding licensed insurance agents. Effective April 8, 1996,
an insurance company means an insurer organized or operating under Iowa Code chapter 508, 514, 515,
518, 518A, 519, or 520 or authorized to do business in this state as an insurer or licensed insurance agent
under Iowa Code chapter 522. Excluded from the definition of “insurance company” are fraternal and
beneficial societies governed by Iowa Code chapter 512 and health maintenance organizations governed
by Iowa Code chapter 514B. This list of exclusions is not intended to be exclusive.

“Manufacturer” means any person, firm, or corporation who purchases, receives, or holds personal
property for the purpose of adding to its value by any process of manufacturing, refining, purifying,
combining of different materials, or by packing of meats with an intent to sell at a gain or profit.
Those who are in the business of printing, newspaper publication, bookbinding, lumber milling, and
production of drugs and agricultural supplies are illustrative, nonexclusive examples of manufacturers.
Construction contracting; quarrying; remanufacture or rebuilding of tangible personal property (such as
automobile engines); provision of health care; farming; transporation for hire; mining; and the activities
of restaurateurs, hospitals, and medical doctors are illustrative, nonexclusive examples of businesses
which are not manufacturers. See Associated General Contractors of Iowa v. State Tax Commission,
255 Iowa 673, 123 N.W.2d 922 (1963) and River Products Co. v. Board of Review of Washington
County, 332 N.W.2d 116 (Iowa Ct. App. 1982).

“Pollution control equipment” means any disposal system or apparatus used or placed in operation
primarily for the purpose of reducing, controlling or eliminating air or water pollution. The term does not
include any apparatus used to eliminate “noise pollution.” Liquid, solid, and gaseous wastes are included
within the meaning of the word “pollution.”

“Processing” means an operation or series of operations whereby tangible personal property is
subjected to some special treatment by artificial or natural means which changes its form, context, or
condition, and results in marketable tangible personal property. See rule 18.29(422,423).

“Processing or storage of data or information.” Not only a computer, but machinery or equipment
may be used in the processing or storage of data or information. All computers store and process
information. However, only if the “final output” for a user or consumer is stored or processed data will
the computer be subject to refund or exemption of tax.

“Recycling” means any process by which waste, or materials which would otherwise become
waste, are collected, separated, or processed and revised or returned for use in the form of raw materials
or products. The term includes, but is not limited to, the composting of yard waste which has been
previously separated from other waste. “Recycling” does not include any form of energy recovery.

“Replacement parts.” Replacement parts which are depreciable for state and federal income tax
purposes include only those replacement parts which either materially add to the value of industrial
machinery, equipment, or computers or appreciably prolong their lives. Replacement parts which
only keep machinery, equipment, or computers in their ordinarily efficient operating condition are not
eligible for exemption. Included within the meaning of replacement parts is any part the cost of which
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is depreciable for state and federal income tax purposes but which may also be deducted as a current
expense. So long as the cost is depreciable the sale or lease of the replacement part is eligible for
exemption from tax. However, the person claiming the exemption must show that the replacement part
which was deducted as an expense could have been depreciated under state and federal income tax law.

“Research and development” means experimental or laboratory activity which has as its ultimate
goal the development of new products, processes of manufacturing, refining, purifying, combining of
different materials, or meat packing. The ultimate goal of research and development must be that of
adding value to products. The term “research and development” does not include testing or inspection
for quality control purposes, efficiency surveys, management studies, consumer surveys, advertising,
promotions, or research in connection with literary, historical, or similar projects. Machinery,
equipment, and computers are used “directly” in research and development only if they are used in
actual experimental or laboratory activity that qualifies as research and development under this subrule.

“Specified property” means property that is a computer or industrial machinery and equipment
including pollution control equipment and depreciable replacement parts for that property.

18.45(2) Requirements. The sale or rental of specified property is exempt from tax if:
a. The property is real property within the scope of Iowa Code section 427A.1(1)“e” or “j.” For

sales occurring after January 1, 1994, the property is not required to be subject to taxation as real property
(however, see subrules 18.45(4) and 18.45(8)); and

b. The property is directly and primarily used in one of the following:
1. By a manufacturer in processing tangible personal property; or
2. In research and development of new products or processes of manufacturing, refining,

purifying, combining of different materials or packing of meats to be used for the purposes of adding
value to products; or

3. In processing or storage of data or information by an insurance company, financial institution,
or commercial enterprise.

c. To qualify for refund or exemption, a computer may be taxable as either commercial or
industrial real estate. Machinery and equipment must be taxable as industrial real estate only to
be similarly qualified. Research and development machinery and equipment that is not taxable as
industrial real estate does not qualify for refund or exemption. See 701—subrules 71.1(5) and 71.1(6)
for characterizations of “commercial” and “industrial” real estate. However, see subrule 18.45(4) for an
exception to the requirement that certain property be taxable as real property.

d. The following are examples of machinery which is not directly used in manufacturing:
1. Machinery used exclusively for the efficient use of other machinery. Examples are: air cooling,

air conditioning, and exhaust systems.
2. Machinery used in support operations, such as a machine shop, in which production machinery

is assembled, maintained or repaired.
3. Machinery used by administrative, accounting, and personnel departments.
4. Machinery used by plant security, fire prevention, first aid, and hospital stations.
5. Machinery used in plant cleaning, disposal of scrap and waste, plant communications, lighting,

safety, or heating.
e. The following is an example of property directly used in research and development: Frontier

Hybrid, Inc. maintains a research and development laboratory for use in developing a corn plant which
is a perennial. It purchases the following items for use in its research and development laboratory:
a computer which will process data relating to the genetic structure of the various corn plants which
Frontier Hybrid is testing, an electron microscope for examining the structure of corn plant genes, a
“steam cleaner” for cleaning rugs in the laboratory offices, and a typewriter for use by the laboratory
director’s secretary. The computer and the microscope are “directly” used in the research in which the
laboratory is engaged; the steam cleaner and the typewriter only indirectly used. Therefore, purchase of
the computer and microscope would be exempt from tax; purchase of the steam cleaner and typewriter
would be subject to tax.

f. The following is an example of property used in processing or storage of information or data: A
health insurance company has three computers. Computer A is used tomonitor the temperaturewithin the
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insurance company’s building. The computer transmits messages to the building’s heating and cooling
systems telling them when to raise or lower the level of heating or air conditioning as needed. Computer
B is used to store patient records and will recall those records on demand. Computer C is used to tabulate
statistics regarding the amount of premiums paid in and the amount of benefit paid out for various classes
of insured. The “final output” of Computer A is neither stored nor processed information. The final
output of Computer B is stored information. The final output of Computer C is processed information.
The sale, lease, or use of Computers B and C would qualify for exemption or refund.

g. The following is an example of property not used in manufacturing: A manufacturing plant
located inWarren County which manufactures widgets fabricates its own patterns used in manufacturing
the widgets on a metal press machine in its machine shop located in Story County. The machine shop
does not sell the patterns and the metal press machine is used for no other purpose than to fabricate the
patterns. The metal press machine is not used in manufacturing because there is no intent to sell the
patterns used by the machine shop at a gain or profit.

18.45(3) Exceptions. The following specified property is not exempt:
a. Property assessed by the department of revenue pursuant to Iowa Code chapters 428, 433, 434

and 436 to 438, inclusive. For electric, gas, water, and other companies assessed under Iowa Code
chapter 428, only property owned by the company is assessed by the department. For railroad, telephone,
pipeline, and electric transmission lines companies, property leased to as well as owned by the company
is assessed by the department. See 701—Chapters 71 and 77.

b. Hand tools.
c. Point-of-sale equipment. See 701—subrule 71.1(7).
18.45(4) Inclusions. Property exempt from taxation for property tax purposes under the provisions

of Iowa Code chapters 404 and 427B relating to urban revitalization property and industrial machinery
receiving partial exemption by ordinance is also eligible for exemption from sales and use taxes even
though the property is not subject to taxation as real property. Urban revitalization property and
industrial machinery receiving partial exemption by ordinance are discussed in rules 701—80.8(404)
and 80.6(427B), respectively. This property must meet the other requirements in subrule 18.45(2) in
order to be exempt from sales and use taxes.

18.45(5) Lessor purchases of specified property. The analysis contained in rule 18.44(422,423)
regarding lessor purchases of farm machinery and equipment is applicable to explain that same problem
regarding specified property. See subrule 18.44(3) for analysis.

18.45(6) Rights of refund and exemption. Rescinded IAB 10/13/93, effective 11/17/93.
18.45(7) Designing or installing new industrial machinery or equipment. On and after July 1, 1985,

the gross receipts from the services of designing or installing new industrial machinery or equipment
shall be exempt from tax. The enumerated services of electrical or electronic installation are included
in this exemption. To qualify for the exemption, the sale or rental of the machinery or equipment must
be subject to refund or exemption under this rule. In addition, the machinery or equipment must be
“new.” For purposes of this subrule, “new” means never having been used or consumed by anyone.
The exemption is not applicable to reconstructed, rebuilt or repaired or previously owned machinery or
equipment. The exemption is applicable to newmachinery and equipment designed or installed for rental
as well as for sale. The gross receipts from design or installation must be separately identified, charged
separately, and reasonable in amount for the exemption to apply. A “computer” is not considered to be
machinery or equipment, and its installation or design is not eligible for this exemption.

18.45(8) Property used in recycling or reprocessing of waste products. On and after July 1, 1989, the
gross receipts from the sale or rental of machinery, equipment, or computers directly and primarily used
in the recycling or reprocessing of waste products shall be exempt from tax. Machinery or equipment
used in the recycling or reprocessing of waste products includes, but is not limited to, compactors,
balers, crushers, grinders, cutters, or shears directly and primarily used for this purpose. The sale of an
endloader, forklift, truck, or other moving device is exempt from tax if the device is directly and primarily
used in themovement of property which is an integral part of recycling or reprocessing. See 18.45(8)“c.”
The sale of a bin for storage ordinarily would not be exempt from tax, storage without more not being
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a part of recycling or reprocessing. Certain limits for exemption placed upon industrial machinery and
equipment are not applicable to machinery and equipment used in recycling or reprocessing.

For example, machinery, equipment or a computer need not meet the requirements of 18.45(2)“a”
concerning specified property being real property for the exemption to apply. Furthermore, the
exemption will apply even if the machinery, equipment or computer is purchased by a person other
than an insurance company, financial institution or commercial enterprise. For instance, a person
engaged in a profession or occupation could purchase property for direct and primary use in recycling
or reprocessing of waste products and the exemption would apply.

a. By way of nonexclusive examples, recycling or reprocessing can begin when waste or material
which would otherwise become waste is collected or separated. A vehicle used directly and primarily for
collecting waste which will be recycled or reprocessed could be a vehicle used for an exempt purpose
under this rule. Thus, the purchaser of a garbage truck could claim this exemption if the truck were
directly and primarily used in recycling and not, for instance, in hauling garbage to a landfill. Machinery
or equipment used to segregate waste from material to be recycled or reprocessed or used to separate
various forms of materials which will be reprocessed (e.g., glass and aluminum) can also be used at the
beginning of recycling or reprocessing.

b. Machinery and equipment directly and primarily used in recycling or reprocessing. See
subrule 18.45(1) for the definition of “directly used” which is applicable to this subrule. The examples
of machinery not directly used in manufacturing set out in 18.45(2)“d” should be studied for guidance
in determining whether similar machinery is or is not used in recycling or reprocessing; e.g., machinery
used in plant security (see 18.45(2)“d”“4”) is not machinery directly used in recycling or reprocessing.

c. Integral use in recycling or reprocessing. Ordinarily, any operation or series of operations which
does not transform waste or material which would otherwise become waste into new raw materials or
products would not be a part of recycling or reprocessing. However, activities which do not do this,
but are an “integral part” of recycling or reprocessing, are themselves recycling or reprocessing. For
example, an endless belt which moves aluminum cans from a machine where they are shredded to a
machine where the shredded aluminum is crushed into blocks would be an endless belt used in recycling
or reprocessing and the exemption applies. See subrule 18.29(5) for a discussion of when an activity is
an integral part of “processing.” Some of that discussion is applicable to this subrule.

d. The end of recycling or reprocessing. Recycling or reprocessing ends when waste or a
material which would otherwise become waste is in the form of raw material in which it will be used
in manufacturing or in the form of a product which will be sold for use other than as a raw material in
manufacturing. For instance, a corporation purchases a machine which grinds logs, stumps, pallets, and
crates and other waste wood into wood chips. After grinding, the wood chips are sold and transported
to purchasers to various sites where the chips are dumped on and spread out over the ground for use in
erosion control. The machine which grinds the wood chips is a machine used in recycling. The truck
which transports the wood chips from the machine to the sites is not used in reprocessing because, at
the time the chips are placed in the truck, they are in the form in which they will be sold for use other
than as a raw material in manufacturing.

This rule is intended to implement Iowa Code section 422.45(26), Iowa Code section 422.45(27) as
amended by 1996 Iowa Acts, chapter 1049, and Iowa Code section 422.45(29).
[see Rescission note at end of chapter]

701—18.46(422,423) Automotive fluids. The gross receipts from the sales of certain automotive fluids
are exempt from tax. To be considered exempt, the sale must possess the following characteristics: (1)
the sale must be to a retailer who will install the automotive fluid in or apply the automotive fluid to
a motor vehicle; and (2) the installation or application must be done while the retailer is providing a
taxable enumerated service (e.g., automobile lubrication); or (3) the automotive fluid must be installed
in or applied to a motor vehicle which the retailer intends to sell and the sale of which will be subject to
Iowa use tax.
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Specific but nonexclusive examples of “automotive fluids” are motor oil and other automobile
lubricants, hydraulic, brake, and transmission fluids, sealants, undercoatings, antifreeze, and gasoline
additives.

This rule is intended to implement Iowa Code section 422.45(33).

701—18.47(422,423) Maintenance or repair of fabric or clothing.
18.47(1) As of July 1, 1987, sales of chemicals, solvents, sorbents, or reagents consumed in

the maintenance or repair of fabric or clothing are exempt from tax. See 701—subrule 17.14(1) for
definitions of the terms “chemical, solvent, sorbent or reagent.” This subrule’s exemption is mainly
applicable to dry-cleaning and laundry establishments; however, it is also applicable to soap or any
chemical or solvent used to clean carpeting. The department presumes that a substance is “directly
used” in the maintenance or repair of fabric or clothing if the substance comes in contact with the fabric
or clothing during the maintenance or repair process. Substances which do not come into direct contact
with fabric or clothing may, under appropriate circumstances, be directly used in the maintenance or
repair of the fabric or clothing but direct use will not be presumed.

The following are examples of substances directly used and consumed in the maintenance or repair
of fabric or clothing: perchloroethlyene “perch” or petroleum solvents used in dry-cleaning machines
and coming in direct contact with the clothing being dry-cleaned. Substances used to clean or filter
the “perch” or petroleum solvents would also be exempt from tax, even though these substances do not
come in direct contact with the clothing being cleaned. The sale of soap or detergents especially made
for mixing with “perch” or petroleum solvents is exempt. The sale of stain removers to dry cleaners is
exempt from tax.

A commercial laundry’s purchase of detergents, bleaches, and fabric softeners is exempt from tax.
A commercial laundry’s purchase of water, which is a solvent, is also exempt from tax if purchased for
use in the cleaning of clothing.

The purchase of starch by laundries and “sizing” by dry cleaners is not exempt from tax.
18.47(2) Also, on and after July 1, 1987, the sale of property which is a container, label, or similar

article or receptacle for transfer in association with the maintenance or repair of fabric or clothing is
exempt from tax. In general, the sale of any article which protects dry-cleaned or laundered clothing
from dirt or helps the dry-cleaned or laundered clothing to maintain its proper shape or form in the
same fashion as a container does would be exempt from tax under this subrule. By way of nonexclusive
example, the sale of plastic garment bags, which protect clothing from dirt, is exempt from tax. The sale
of “shirt boards” and garment hangers, both of which help clothing to maintain its proper shape, would
also be exempt.

A container, label, or similar article’s sale is exempt from tax only if the item is transferred to the
customer of a commercial laundry, dry cleaner, or other retailer. Thus, “bundle bags” and “meese carts,”
used to transfer or transport clothingwithin a dry-cleaning establishment, are not subject to the exemption
because these bags and carts remain with the dry cleaner and are not transferred to a customer.

Concerning labels, the sale of which would be exempt from tax, these labels must be affixed to the
dry-cleaned or laundered clothing and transferred to the customer of the dry-cleaning or laundering
establishment. By way of nonexclusive example, the sale to dry cleaners, of “special attention,”
“invoice” and “sorry” tags would be exempt from tax.

The sale of safety pins and other types of clips used to hang skirts and other garments from hangers
would not be exempt from tax. These items do not sufficiently resemble containers or labels to the extent
that their sale is exempt from tax.

This rule is intended to implement Division IV of Iowa Code chapter 422.

701—18.48(422,423) Sale or rental of farm machinery, equipment, replacement parts, and repairs
used in livestock, dairy, or plant production. Sales or rental of farm machinery and equipment
used in livestock or dairy production and replacement parts which occur on or after July 1, 1988, are
exempt from sales and use tax. On and after July 1, 1995, machinery, equipment, and replacement parts
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used in the production of flowering, ornamental, or vegetable plants are exempt from tax. See rule
701—18.57(422,423).

18.48(1) Definitions and characterizations. For the purposes of this rule, the following definitions
and characterizations of words apply.

a. “Machinery” means major mechanical machines or major components thereof which contribute
directly and primarily to the livestock or dairy production process. Usually, a machine is a large object
with moving parts which performs work by the expenditure of energy, either mechanical (e.g., gasoline
or kerosene) or electrical.

b. “Equipment” is tangible personal property (other than a machine) directly and primarily used in
livestock or dairy production. It may be characterized as property which performs a specialized function
which, of itself, has no moving parts or if it does possess moving parts, its source of power is external
to it. The following examples attempt to differentiate between machinery and equipment:

EXAMPLE A. An electric pump is used to pump milk into a bulk milk tank. The electric pump is
machinery; the bulk milk tank is equipment.

EXAMPLE B. An auger places feed into a cattle feeder. If not “real property” (see 18.48(1)“c”) the
auger is a piece of machinery; the cattle feeder is a piece of equipment.

c. Property used in livestock or dairy production which is neither “equipment” nor “machinery.”
(1) Real property. The ground or the earth is not machinery or equipment. A building is

not machinery or equipment, Mid-American Growers, Inc. v. Dept. of Revenue, 493 N.E.2d 1097
(Ill. App. Ct. 1986). Therefore, tangible personal property which is sold for incorporation into the
ground or a building in such a manner that it will become a part of the ground or the building is taxable.
Generally, property incorporated into the ground or a building has become a part of the ground or the
building if removal of the property from the ground or building will substantially damage the property,
ground, or building or substantially diminish the value of the property, ground, or building. Fence posts
embedded in concrete and electrical wiring, light fixtures, fuse boxes, and switches are examples of
property sold for incorporation into the ground or a building, respectively. The property referred to in
18.48(1)“c”(1) can be identified by applying the following test: Assume that the property is being sold
to a contractor rather than a person engaged in livestock or dairy production. If sold to a contractor,
would the retailer be required to consider the property “building material” and charge the contractor
sales tax upon the purchase of this building material. If this is the case, sale of the property is not exempt
from Iowa tax law. Iowa department of revenue rule 701—19.3(422,423) contains a characterization of
“building material” and a list of specific examples of building material.

(2) “Supplies” are neither machinery nor equipment. Tangible personal property is part of farm
supplies if it is used up or destroyed by virtue of its use in livestock or dairy production or, because of
its nature, can only be used once in livestock or dairy production. A light bulb is an example of a farm
supply which is not machinery or equipment. The sale of some farm supplies is exempt from tax. See
701—subrule 17.9(3). See List B in subrule 18.48(7) for examples of farm supplies which could be
mistaken for equipment and are not exempt from tax on other grounds.

d. “Hand tools” are tools which can be held in the hand or hands and which are powered by human
effort. Hand tools specifically designed for use in livestock or dairy production are exempt from tax as
“equipment.” Mechanical devices that are held in the hand and driven by electricity or some source other
than human muscle power are, if otherwise qualified, exempt from tax as “farm machinery.” See subrule
18.48(7), List C, for examples of “hand tools” exempt and not exempt from tax.

e. Directly used in livestock or dairy production. To determine if machinery or equipment is
“directly” used in livestock or dairy production, one must first ensure that the machinery or equipment
is used during livestock or dairy production and not before that process has begun or after it has ended.
Subrule 18.48(1), paragraph “g,” describes when livestock or dairy production begins and ends. If the
machinery or equipment is used in livestock or dairy production, to be “directly” so used, that use must
constitute an integral and essential part of production as distinguished from a use in production which
is incidental, merely convenient to or remote from production. The fact that machinery or equipment
is essential or necessary to livestock or dairy production does not mean that it is also “directly” used in
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production. Machinery or equipment may be necessary to livestock or dairy production but so remote
from it that it is not directly used in that production.

(1) In determining whether machinery or equipment is used directly, consideration should be given
to the following factors:

1. The physical proximity of the machinery or equipment to other machinery or equipment whose
direct use is unarguable. The closer the machinery or equipment whose direct use is questioned is to
the machinery or equipment whose direct use is not questioned, the more likely it is that the former is
directly used in livestock or dairy production.

2. The proximity in time of the use of machinery or equipment whose direct use is questionable
to the use of machinery whose direct use is not questioned. The closer in time the use, the more likely
that the questioned machinery or equipment’s use is direct rather than remote.

3. The active causal relationship between the use of the machinery or equipment in question
and livestock or dairy production. The fewer intervening causes between the use of the machinery or
equipment and the production of the product, the more likely it is that the machinery or equipment is
directly used in production.

(2) The following are examples of machinery and equipment directly used in livestock or dairy
production:

1. Machinery and equipment used to transport or limit the movement of livestock and dairy
animals (e.g., electric fence equipment, head gates, and loading chutes).

2. Machinery and equipment used in the conception, birth, feeding, and watering of livestock or
dairy animals (e.g., artificial insemination equipment, portable farrowing pens, feed carts, and automatic
watering equipment).

3. Machinery and equipment used to maintain healthful or sanitary conditions in the immediate
area where livestock are kept (e.g., manure gutter cleaners, automatic cattle oilers, fans, and heaters if
not real property).

4. Machinery or equipment used to test or inspect livestock or dairy animals during production.
(3) The following are nonexclusive examples of machinery or equipment which would not be

directly used in livestock or dairy production.
1. Machinery or equipment used to assemble, maintain, or repair other machinery or equipment

directly used in livestock or dairy production (e.g., welders, paint sprayers, and lubricators).
2. Machinery used in farm management, administration, advertising, or selling (e.g., a

recordkeeping computer, calculating machine, office safe, telephone, books, and farm magazines).
3. Machinery or equipment used in the exhibit of livestock or dairy animals (e.g., blankets, halters,

prods, leads, and harnesses).
4. Machinery or equipment used in safety or fire prevention, even though the machinery or

equipment is required by law.
5. Machinery or equipment for employee or personal use. Machinery or equipment used for

the personal comfort, convenience, or use by a farmer, the farmer’s family or employees, or persons
associated with the farmer are not exempt from tax. Examples of such machinery and equipment include
the following: beds, mattresses, blankets, tableware, stoves, refrigerators, and other equipment used in
conjunction with the operation of a farm home or of a migrant labor camp, or other facilities for farm
employees.

6. Machinery and equipment used for heating, cooling, ventilation, and illumination of farm
buildings generally rather than specifically in the immediate area where livestock are kept.

7. Vehicles subject to registration.
f. “Primarily” used in livestock or dairy production. Machinery or equipment is “primarily used

in livestock or dairy production” if of the total time that unit of machinery or equipment is used, more
than 50 percent of the time is in livestock or dairy production. If a unit of machinery or equipment
is used more than 50 percent of the time for production and the balance of time for other business
purposes, the exemption applies. If a unit of equipment is used 50 percent or more of the time for
business purposes other than livestock or dairy production, the exemption does not apply. Any unit of
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machinery or equipment used more than 50 percent of the time directly in livestock or dairy production
is subject to the exemption.

g. Beginning and end of livestock or dairy production. Livestock or dairy production begins with
the purchase or breeding of livestock or dairy animals. Livestock and dairy production ceases when an
animal or the product of an animal’s body (e.g., wool or milk) has been transported to the point where it
will be sold by the farmer or processed.

h. Farm machinery and equipment means machinery and equipment specifically designed for use
in livestock and dairy production or equipment and machinery not specifically designed for this use but
which are directly and primarily used in livestock or dairy production except for common or ordinary
hand tools. See 18.48(1)“d” for a definition of “hand tools.”

EXAMPLE. Farmer Jones raises livestock and fans must be used to cool the animals. Farmer Jones
buys fans designed for use in a residence which he uses directly and solely to cool the livestock. The
exemption applies.

i. “Self-propelled implement” has the same meaning as in 701—subrule 17.9(5), paragraph “c”
where the term is defined to mean an implement which is capable of movement from one place to another
under its own power. The term self-propelled implement includes but is not limited to the following
items: skidloaders and tractors; and the following machinery if capable of movement under its own
power: combines, corn pickers, fertilizer spreaders, hay conditioners/windrowers, sprayers, and bean
buggies.

j. Implements customarily drawn or attached to self-propelled implements. The following is a
nonexclusive, representative list of implements which are customarily drawn or attached to self-propelled
implements: augers, balers, blowers, combines, conveyers, cultivators, disks, drags, dryers (portable),
farm wagons, feeder wagons, fertilizer spreaders, front- and rear-end loaders, harrows, hay loaders,
mowers and rakes, husking machines, manure spreaders, planters, plows, posthole diggers, rotary blade
mowers, rotary hoes, sprayers and tanks, and tillage equipment.

k. The term “grain dryer” includes the heater and the blower necessary to force the warmed air
into a grain storage bin. It does not include equipment used in grain storage or movement such as augers
and spreaders or any other equipment that is not a grain dryer. Equipment other than a grain dryer which
is used in grain drying may be exempt or subject to refund if the equipment is a self-propelled implement
or customarily drawn or attached to a self-propelled implement.

l. The term “replacement parts essential to any repair or reconstruction necessary to farm
machinery or equipment’s exempt use in the production of agricultural products” does not include
attachments and accessories not essential to the operation of the machinery or equipment itself (except
when sold as part of the assembled unit) such as cigarette lighters, radios, canopies, air conditioning
units, cabs, deluxe seats, and tools or utility boxes.

18.48(2) Right of refund for farm machinery and equipment used in livestock or dairy production,
basic requirements. Rescinded IAB 10/13/93, effective 11/17/93.

18.48(3) Treatment of replacement parts. Rescinded IAB 10/13/93, effective 11/17/93.
18.48(4) Packing material used in agricultural, livestock, or dairy production. For sales occurring

on or after July 1, 1996, the gross receipts from the sale of property which is a container, label, carton,
pallet, packing case, wrapping, baling wire, twine, bag, bottle, shipping case, or other similar article
or receptacle sold for use in agricultural, livestock, or dairy production are not subject to sales tax.
This exemption also applies to producers of ornamental, flowering, or vegetable plants in commercial
greenhouses or other places which sell such items in the ordinary course of business since that activity
is considered to be agricultural.

18.48(5) Rescinded IAB 11/20/96, effective 12/25/96.
18.48(6) Auxiliary attachments exemption. On and after July 1, 1995, sales of auxiliary attachments

which improve the performance, safety, operation, or efficiency of machinery or equipment are exempt
from tax. Sales of replacement parts for these auxiliary attachments are also exempt on and after that
date.

18.48(7) Lists. Lists (representative but not all-inclusive) of tangible personal property for which
sales or use tax paid is or is not refundable.
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LIST A. Property Used in Livestock and Dairy
Production Which is Usually Real Property. See

18.48(1)“c”(1). Its sale is usually taxable.

barn ventilators* livestock feeders*
conveyers* silos
farrowing crates* specialized flooring*
fence posts sprinklers
fencing wire stanchions
furnaces* watering tanks*
gestation stalls* ventilators*

*These items also appear in List D. Tax paid on their sale can be refundable or their sale exempt if
the items are not real property.

LIST B. Taxable Farm Supplies
Which Are Not Machinery or Equipment

burlap* lubricants
disposable hypodermic syringes marking chalk
ear tags packages for one-time use
hog rings

*Burlap is exempt when used in the form of a bag, container, wrap or other receptacle or packaging
material.
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LIST C. Hand Tools—Taxable and Nontaxable

axes lanterns
brooms milk cans*
buckets mops
cleaning brushes paintbrushes
dehorners (nonelectric)* pliers
garden hoses scrapers
grease guns screwdrivers
hammers shovels
hay hooks* wheelbarrows
hog ringers* wrenches
lamps

*Hand tools specially designed for use in livestock or dairy production are equipment. Tax paid on
the sale or use of these hand tools is refundable.

LIST D. Farm Machinery and Equipment Directly and
Primarily Used in Livestock or Dairy Production.
Tax Paid is Usually Refundable or the Sale Exempt.

artificial insemination equipment gates*
augers* grain augers
automatic feeding systems* head gates
bulk feeding tanks* heating pads and lamps
bulk milk coolers hog feeders*
bulk milk tanks hypodermic syringes and needles, nondisposable
cattle weaners and feeders livestock feeding, watering and handling
cattle currying and oiling machines equipment*
cattle feeders* loading chutes*
conveyers* LP gas tanks
dehorners, electric manure handling equipment*
electric fence equipment milk coolers
fans* milk strainers
farrowing crates, houses and stalls* milking machines
feed bins* refrigerators used to cool raw milk
feed carts silo unloaders
feed elevators* specialized flooring*
feed grinders space heaters
feed tanks* sprayers
feeders squeeze chutes*
foggers vacuum coolers
furnaces* ventilators*

*If not real property. See 18.48(1)“c”(1).
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18.48(8) Seller’s and purchaser’s liability for sales tax. The seller shall be relieved of sales tax
liability if the seller takes from the purchaser an exemption certificate stating that the purchase is of
machinery or equipment meeting the requirements of subrule 18.48(4). An exemption certificate can
take the form of a stamp imprinted onto one of the documents of sale. If items purchased tax-free
pursuant to an exemption certificate are used or disposed of by the purchaser in a nonexempt manner,
the purchaser is solely liable for the taxes and shall remit the tax directly to the department.

This rule is intended to implement Iowa Code section 422.45 as amended by 1996 Iowa Acts, chapter
1145.

701—18.49(422,423) Aircraft sales, rental, component parts, and services exemptions prior to, on,
and after July 1, 1999.

18.49(1) Prior to July 1, 1999, sales in Iowa of aircraft subject to registration were subject to sales
tax. On and after July 1, 1999, sales of aircraft in Iowa are subject to Iowa use tax rather than Iowa sales
tax. See rule 701—31.6(423). Also, on and after that date, the use tax imposed on sales of aircraft in
Iowa is collected by the Iowa department of transportation at the time of the aircraft’s registration. Sales
of certain aircraft parts in Iowa, the performance of taxable services in Iowa on or in connection with the
repair, remodeling, or maintenance of aircraft, and the rental of aircraft in Iowa remain subject to Iowa
sales tax on and after July 1, 1999. See subrule 18.49(3).

18.49(2) For the purposes of this subrule only, an “aircraft” is any contrivance known or hereafter
invented which is designed for navigation of or flight in the air and is used in a scheduled interstate
Federal Aviation Administration certified air carrier operation.

a. Exempt aircraft sales. As of July 1, 1988, and up to and including June 30, 1999, gross receipts
from the sale of aircraft are exempt from tax.

b. Exempt rental of aircraft. Effective May 1, 1995, and retroactive to July 1, 1988, the taxable
rental (see 701—26.74(422,423)) of aircraft, as defined in the introductory paragraph of this subrule, is
exempt from tax.

c. Exempt sale or rental of aircraft parts. Effective May 1, 1995, and retroactive to July 1, 1988,
gross receipts from the sale or rental of tangible personal property permanently affixed to any aircraft as
a component part of that aircraft are exempt from tax. The term “component parts” includes, but is not
limited to, repair or replacement parts and materials.

d. Exempt performance of services. Effective May 1, 1995, and retroactive to July 1, 1988,
gross receipts from the rendering, furnishing, or performing of services in connection with the repair,
remodeling, or maintenance of aircraft (including aircraft engines and component materials or parts)
are exempt from tax.

18.49(3) For the purposes of this subrule only, an “aircraft” is any aircraft used in a nonscheduled
interstate Federal Aviation Administration certified air carrier operation conducted under 14 CFR ch. 1,
pt. 135. On and after July 1, 1998, the gross receipts from the sale or rental of tangible personal property
permanently affixed or permanently attached as a component part of these aircraft, including but not
limited to repair or replacement materials or parts, are exempt from tax. Also exempt, on and after that
date, are the gross receipts from the performance of any service used for aircraft repair, remodeling, or
maintenance when the service is performed on an aircraft, aircraft engine, or aircraft component material
or part exempt under this subrule. Gross receipts from the sale or rental of aircraft are not exempt from
tax under this subrule.

18.49(4) For the purposes of this subrule only, an “aircraft” is any contrivance known or hereafter
invented which is designed for navigation of or flight in the air. On and after July 1, 1998, and up to and
including June 30, 1999, the gross receipts from the sale of an aircraft to an aircraft dealer who rents or
leases the aircraft to another are exempt from tax if all of the following circumstances exist:

a. The aircraft is kept in the inventory of the dealer for sale at all times.
b. The dealer reserves the right to immediately take the aircraft from the renter or lessee when a

buyer is found.
c. The renter or lessee is aware that the dealer will immediately take the aircraft when a buyer is

found.
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As soon as an aircraft, the sale of which is exempt under this subrule, is used for any purpose other
than leasing or renting, or the conditions set out in paragraphs “a,” “b,” and “c” are not continuously
met, the dealer claiming the exemption is liable for the tax which would have been due but for the
exemption set out in this subrule. Tax will be computed on the original purchase price paid by the dealer.

See rule 701—32.13(423) for a description of the manner in which transactions described in this
subrule are exempted from tax on and after July 1, 1999.

This rule is intended to implement Iowa Code section 422.45, subsections 38, 38A, 38B and 38C
and Iowa Code section 423.2 as amended by 1999 Iowa Acts, chapter 168.

701—18.50(422,423) Property used by a lending organization. On and after July 1, 1988, the gross
receipts from the sale of tangible personal property to a nonprofit organization organized for the purpose
of lending the tangible personal property to the general public for use by the public for nonprofit purposes
are exempt from tax. The exemption contained in this rule is applicable to tangible personal property
only, and not to taxable services. It is applicable to the sale of that property and not to its rental to a
nonprofit organization. Finally, the exemption is applicable only to property purchased by a nonprofit
organization for subsequent rental to the general public. The exemption is not applicable to other property
(e.g., office equipment) which the nonprofit organization might need for its ongoing existence.

This rule is intended to implement Iowa Code section 422.45(36).

701—18.51(422,423) Sales to nonprofit legal aid organizations. On and after July 1, 1988, the gross
receipts from the sale or rental of tangible personal property or from services performed, rendered, or
furnished to a nonprofit legal aid organization are exempt from tax.

This rule is intended to implement Iowa Code subsection 422.45(37).

701—18.52(422,423) Irrigation equipment used in farming operations. On and after July 1, 1989,
the gross receipts from the sale or rental of irrigation equipment used in farming operations are exempt
from tax. The term “irrigation equipment” includes, but is not limited to, circle irrigation systems and
trickle irrigation systems. The term “farming operations” has the same meaning as the term “agricultural
production” set out in 701—subrule 17.9(3), paragraph “a,” and as further characterized in 18.44(2)“a.”

Effective May 18, 2001, and retroactive to April 1, 1995, the gross receipts from the sale or rental
of irrigation equipment, as defined above, whether installed above or below ground are exempt from tax
as long as the equipment is sold or rented by a contractor or farmer and the equipment is primarily used
in agricultural operations.

Contractors or farmers entitled to the exemption set forth in the previous paragraph may apply for
a refund of taxes, interest or penalties paid on the sale or rental of qualifying irrigation equipment for
transactions that occurred between April 1, 1995, and May 18, 2001. To be eligible for refund, refund
claims must be filed with the department prior to October 1, 2001. Refund claims are limited to $25,000
in the aggregate and will not be allowed if not timely filed. If the amount of refund claims totals more
than $25,000 in the aggregate, the department will prorate the $25,000 among all claimants in relation
to the amounts of the claimants’ valid claims.

This rule is intended to implement Iowa Code section 422.45 and 2001 Iowa Acts, House File 723.

701—18.53(422,423) Sales to persons engaged in the consumer rental purchase business. On and
after July 1, 1989, the gross receipts from the sale of tangible personal property, except vehicles subject
to registration, to persons regularly engaged in the consumer purchase business are exempt from tax
if the property (1) is sold for the purpose of utilization in a transaction involving a “consumer rental
purchase agreement” as defined in Iowa Code subsection 537.3604(8), and (2) the gross receipts from
the consumer rental of the property are subject to Iowa sales or use tax.

If property exempt under this rule is made use of for any purpose other than a consumer rental
purchase, the person claiming the exemption is liable for the tax that would have been due had the
exemption not existed. The tax shall be computed on the original purchase price to the person claiming
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the exemption. The aggregate of the tax paid on the consumer rental purchase of the property, not
exceeding the amount of sales or use tax owed, shall be credited against the tax.

This rule is intended to implement Iowa Code section 422.45(18).

701—18.54(422,423) Sales of advertising material. On and after July 1, 1990, gross receipts from the
sales of advertising material to any person in Iowa are exempt from tax if that person, or any agent of
that person, will, after the sale, send that advertising material outside of Iowa and subsequent sole use
of that material will be outside this state.

For the purposes of this rule “advertising material” is tangible personal property only, including
paper. “Advertising material” is limited to the following: brochures, catalogs, leaflets, fliers, order
forms, return envelopes, floppy discs, CD-ROMs, videotapes, and any similar items of tangible personal
property which will be used to promote sales of property or services.

This rule is intended to implement Iowa Code section 422.45.

701—18.55(422,423) Drop shipment sales. A “drop shipment” generally involves two sales
transactions and three parties. The first party is a consumer located inside Iowa. The second party is a
retailer located outside the state. The third party is a supplier who may be located inside or outside of
Iowa. The two sales transactions in question are the sale of property from the supplier to the out-of-state
retailer, and the further sale of that property from the out-of-state retailer to the consumer in Iowa.

A “drop shipment sale” occurs when the consumer places an order for the purchase of tangible
personal property with the out-of-state retailer. The retailer does not own the property ordered at the
same time the consumer’s order is placed. The retailer then purchases the property from the supplier.
The supplier in turn ships the property directly to the consumer in Iowa. Under Iowa law the supplier
in a drop shipment sale cannot be required to collect tax (either sales or use) from the consumer, even
if the requisite “nexus” to require collection exists. See the next to last paragraph of this rule for a
characterization of “nexus.” The supplier transfers possession of the goods to the consumer; however,
transfer of possession alone has never been held to be a “sale” for the purposes of Iowa sales and use
tax law. Sturtz v. Iowa Department of Revenue, 373 N.W.2d 131 (Iowa 1985) and Cedar Valley Leasing
v. Iowa Department of Revenue, 274 N.W.2d 357 (Iowa 1979).

With reference to drop shipment sales: If delivery of the goods under the contract for sale has
occurred outside of Iowa, sale of the goods has occurred outside of Iowa. If delivery of the goods under
the contract for sale has occurred within Iowa, the sale has occurred here. See Sturtz above for more
information regarding sales and delivery. If the sale has occurred in Iowa and the retailer possesses the
requisite nexus to require it to collect Iowa tax, the retailer is obligated to collect Iowa sales tax upon the
“gross receipts” from its sale of the goods to the consumer. If the sale has occurred outside this state,
and the retailer possesses the nexus to require it to collect Iowa tax, the retailer is obligated to collect
Iowa retailer’s use tax upon the purchase price of the goods. If the retailer does not have nexus sufficient
to require it to collect either Iowa sales or Iowa use tax, or if the retailer fails to collect either tax, the
consumer is obligated to pay a consumer use tax directly to the department upon the purchase price of
the goods. These rules are illustrated in the following examples.

EXAMPLE A: A consumer in Des Moines, Iowa, purchases goods from a retailer in Minneapolis,
Minnesota. TheMinneapolis retailer contracts with a supplier in Iowa to manufacture and ship the goods
to the consumer. The retailer has nexus with Iowa, and delivery under the contract for sale has occurred
in this state. In this case, the consumer is obligated to pay and the retailer is obligated to collect Iowa
sales tax. The supplier is not obligated to collect any Iowa tax.

EXAMPLE B: A consumer in Des Moines, Iowa, purchases goods from a retailer in Minneapolis,
Minnesota. TheMinnesota retailer contracts with a supplier in Iowa to manufacture and ship the goods to
the consumer. The retailer has no nexus with Iowa. Delivery under the contract of sale is in Iowa. Under
these circumstances, the consumer is obligated to pay consumer’s use tax directly to the department.
Neither the retailer nor the supplier is obligated to collect any Iowa tax.

EXAMPLE C: A consumer in Des Moines, Iowa, purchases goods from a retailer in Minneapolis,
Minnesota. The retailer contracts with a supplier in Minneapolis to manufacture and ship the goods to
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the consumer in Des Moines. The retailer has nexus with Iowa, and delivery under the contract for sale
occurs in Iowa. Under these circumstances, the consumer is obligated to pay and the retailer is obligated
to collect Iowa sales tax. The supplier is not obligated to collect any Iowa tax.

EXAMPLE D: A consumer in Des Moines, Iowa, purchases goods from a retailer in Minneapolis,
Minnesota. The retailer contracts with a supplier in Minneapolis to manufacture and ship the goods to
the consumer in Des Moines. The retailer has nexus with this state; delivery under the contract for sale
is in Minnesota. Under the circumstances, the consumer is obligated to pay and the retailer is obligated
to collect Iowa retailer’s use tax. The supplier is not obligated to collect or pay any Iowa tax.

EXAMPLE E: A consumer in Des Moines, Iowa, purchases goods from a retailer in Minneapolis,
Minnesota. The retailer contracts with a supplier in Minneapolis to manufacture and ship the goods to
the consumer in Des Moines. The retailer has no nexus with this state. Delivery can occur in either
Minnesota or Iowa. In this example, the consumer is obligated to pay Iowa consumer’s use tax directly
to the department. Neither the retailer nor the supplier is obligated to collect any Iowa tax.

EXAMPLE F: A consumer in Des Moines, Iowa, purchases goods from a retailer in Minneapolis,
Minnesota. The retailer contracts with a supplier located in Madison, Wisconsin, to ship the goods to
the consumer in Des Moines. The retailer has nexus with Iowa, and delivery under the contract for sale
is in Iowa. Under these circumstances, the retailer is obligated to collect and the consumer obligated to
pay Iowa sales tax. The supplier is not obligated to collect any Iowa tax.

EXAMPLE G: A consumer in Des Moines, Iowa, purchases goods from a retailer in Minneapolis,
Minnesota. The retailer contracts with a supplier located in Madison, Wisconsin, to ship the goods to
the consumer in Des Moines. The retailer has nexus with Iowa with delivery in Madison, Wisconsin.
Under these circumstances, the retailer is obligated to collect and the consumer obligated to pay Iowa
retailer’s use tax. The supplier is not obligated to collect any Iowa tax.

EXAMPLE H: A consumer in Des Moines, Iowa, purchases goods from a retailer in Minneapolis,
Minnesota. The retailer contracts with a supplier located in Madison, Wisconsin, to ship the goods to the
consumer in Des Moines. The retailer has no nexus with Iowa. Delivery under the contract for sale may
be in Iowa or Wisconsin. Under these circumstances, the consumer is obligated to pay Iowa consumer’s
use tax directly to the department. Neither the retailer nor the supplier is obligated to collect any Iowa
tax.

As used in these examples, the requirement of “nexus” is discussed in Good’s Furniture House
Inc. v. Iowa State Bd. of Tax Review, 382 N.W.2d 145 (Iowa 1986); cert. den. 479 U.S. 817; State Tax
Commission v. General Trading Co., 10 N.W.2d 659, 233 Iowa 877 (1943) affd. 64 S.Ct. 1028, 322 U.S.
335, 88 L.Ed. 1309; and Nelson v. Sears, Roebuck & Co., 292 N.W. 130, 228 Iowa 1273 (1940) reversed
61 S.Ct. 586, 312 U.S. 359, 85 L.Ed. 522, as well as other judicial decisions, and Iowa Code section
422.43(12).

This rule is intended to implement Iowa Code subsections 422.42(2) and 422.42(5).

701—18.56(422,423) Wind energy conversion property. On and after July 1, 1993, the gross receipts
from the sale of property used to convert wind energy to electrical energy or the gross receipts from
the sale of materials used to manufacture, install, or construct property used to convert wind energy to
electrical energy shall be exempt from tax.

For the purposes of this rule, “property used to convert wind energy to electrical energy” means
any device which converts wind energy to usable electrical energy including, but not limited to, wind
chargers, windmills, wind turbines, pad mount transformers, substations, power lines, and tower
equipment.

This rule is intended to implement Iowa Code section 422.45 as amended by 1993 Iowa Acts, chapter
161.

701—18.57(422,423) Exemptions applicable to the production of flowering, ornamental, and
vegetable plants. On and after July 1, 1995, the production of flowering, ornamental, or vegetable
plants by a grower in a commercial greenhouse or at another location is considered to be a part of
agricultural production. The word “plants” does not include trees, shrubs, other woody perennials,
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or fungus. The exemption also applies to implements, machinery, equipment, and replacement parts
directly and primarily used in the production of flowering, ornamental, or vegetable plants and fuel
used for providing heating or cooling for greenhouses or buildings or parts of buildings dedicated to
the production of flowering, ornamental, or vegetable plants intended for sale in the ordinary course
of business. The following exemptions are applicable to the production of flowering, ornamental, or
vegetable plants.

18.57(1) Sales of fertilizer, limestone, herbicides, pesticides, insecticides, plant food, and
medication for use in disease, weed, insect control, or other health promotion of flowering, ornamental,
or vegetable plants to a commercial greenhouse are exempt from tax. For the purposes of this subrule
a virus, bacteria, fungus, or insect which is purchased for use in killing insects or other pests is an
“insecticide” or “pesticide.” See rules 701—226.6(423) and 701—17.9(422,423) for more information
regarding these exemptions.

18.57(2) Sales of fuel to provide heating or cooling for a greenhouse or building or a part of a
building dedicated to the production of flowering, ornamental, or vegetable plants held for sale in the
ordinary course of business are exempt from tax. Electricity is a “fuel” for the purposes of this subrule.
Fuel used in a plant production building for purposes other than heating or cooling (e.g., lighting) or for
purposes other than direct use in plant production (e.g., heating or cooling office space) is not eligible for
this exemption. For example, assume that there is a separate meter for electricity used only for heating
or cooling. If a greenhouse is used, partially for growing plants and partially for a nonexempt purpose,
a proportional exemption from sales tax may be claimed based upon a percentage calculated from a
fraction, the numerator of which is the number of square feet of the greenhouse heated or cooled and
used for raising plants, and the denominator of which is the number of square feet heated or cooled in
the entire greenhouse. It may be necessary to alter this formula (by the use of separate metering, for
example) if a greenhouse has a walk-in cooler and the cooler is used directly in plant production. Plant
production has ended when a plant has grown to the point that it is of the size or weight at which it
will be prepared for shipment to the destination where it will be marketed. Examples of nonexempt
purposes for which a portion of a greenhouse might be used include, but are not limited to, portions used
for office space, loading docks, storage of property other than plants, housing of heating and cooling
equipment and portions used for packaging plants for shipment. See rule 701—15.3(422,423) regarding
fuel exemption certificates and subrule 18.48(8) regarding seller’s and purchaser’s liability for sales tax.

18.57(3) Sales of gas, electricity, steam or other tangible personal property for use as a fuel in
implements of husbandry used in the production of plants in a commercial greenhouse or elsewhere
are exempt from tax. See 701—subrule 17.9(6), paragraph “a,” for a definition of “implements of
husbandry.”

18.57(4) Sales of self-propelled implements. Sales of self-propelled implements or implements
customarily drawn by or attached to self-propelled implements and replacement parts for the same
are exempt from tax if the implements are used directly and primarily in the production of plants in
commercial greenhouses or elsewhere. See rule 701—18.44(422,423) for an extensive explanation of
this exemption. Implements exempt under this subrule include, but are not limited to, forklifts used to
transport pallets of plants; wagons containing sterilized soil and tractors used to pull the same.

18.57(5) Sale of water used in the production of plants is exempt from tax. If water is not separately
metered, the grower of plants must determine by use of a percentage that portion which is used for a
taxable purpose and that portion which is used for an exempt purpose.

Nonexclusive examples of taxable usage would be rest rooms, sanitation, lawns, and vehicle wash.
18.57(6) For sales occurring on or after July 1, 1996, the gross receipts for the sale of property which

is a container, label, carton, pallet, packing case, wrapping, baling wire, twine, bag, bottle, shipping
case, or other similar article or receptacle sold for use in agricultural, livestock, or dairy production
are not subject to sales tax. This exemption also applies to producers of ornamental, flowering, or
vegetable plants in commercial greenhouses or other places which sell such items in the ordinary course
of business since that activity is considered to be agricultural. A noninclusive list of containers and
packaging materials would include boxes, trays, labels, sleeves, tape, and staples.

https://www.legis.iowa.gov/docs/iac/rule/701.226.6.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.9.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.15.3.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.48.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.17.9.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.44.pdf


Ch 18, p.62 Revenue[701] IAC 7/29/20

18.57(7) Sales of machinery and equipment used in plant production which are not self-propelled
or attached to self-propelled machinery and equipment are also exempt from tax. See rule
701—18.48(422,423) for a thorough explanation of this exemption. Listed below are a number of
examples of machinery and equipment which are directly and primarily used in plant production. Sales
of this machinery and equipment to commercial growers are usually exempt from tax.

Air-conditioning pads*
Airflow control tubes
Atmospheric CO2 control and monitoring equipment
Backup generators
Bins holding sterilized soil
Control panels = heating and cooling
Coolers used to chill plants*
Cooling walls* or membranes
Equipment used to control water levels for subirrigation
Fans = cooling and ventilating*
Floor mesh for controlling weeds
Germination chambers
Greenhouse boilers*
Greenhouse netting or mesh = used for light and heat control
Greenhouse monorail systems*
Greenhouse thermometers
Handcarts used to move plants
Lighting which provides artificial sunlight
Overhead heating, lighting and watering systems
Overhead tracks for holding potted plants*
Plant tables*
Plant watering systems*
Portable buildings used to grow plants*
Seeding and transplanting machines
Soil pot and soil flat filling machines
Steam generators for soil sterilization*
Warning devices = excess heat or cold
Watering booms

*If not real property. See 18.48(1)“c”(1).
18.57(8) Miscellaneous exempt and taxable sales. Sales of pots, soil, seeds, bulbs, and “starter

plants” for use in plant production are not the sale of machinery or equipment, but can be sales for resale
and exempt from tax if the pots and soil are sold with the final product or become the finished product.
Sales of portable buildings which will be used to display plants for retail sales are taxable. Finally,
sales of whitewash which will be painted on greenhouses to control the amount of sunlight entering
those houses are taxable sales of a “supply” rather than exempt sales of equipment. See 18.48(1)“c”(2)
relating to “supplies.” See rule 701—18.7(422,423) relating to containers, including packaging cases,
shipping cases, wrapping materials, and similar items sold to retailers, and see subrule 18.57(6).

This rule is intended to implement Iowa Code sections 422.42(1), 422.42(4), 422.42(11), 422.45(39)
and 422.47(4) and Iowa Code section 422.45 as amended by 1996 Iowa Acts, chapter 1145.
[ARC 4117C, IAB 11/7/18, effective 12/12/18]

701—18.58(422,423) Exempt sales or rentals of computers, industrial machinery and equipment,
and exempt sales of fuel and electricity on and after July 1, 1997, but before July 1, 2016. The sale
or rental of machinery, equipment, or computers used by a manufacturer in processing; the sale or rental
of a computer used in the processing or storage of data or information by an insurance company, financial
institution, or commercial enterprise; and the sale or rental of various other types of tangible personal
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property are, under certain circumstances, exempt from tax as of July 1, 1997, but before July 1, 2016.
For sales that occur on or after July 1, 2016, see rules 701—230.14(423) to 701—230.22(423).

18.58(1) Definitions. The following terms are defined for the purposes of this rule in the manner set
out below.

“Commercial enterprise” includes businesses and manufacturers conducted for profit and includes
centers for data processing services to insurance companies, financial institutions, businesses, and
manufacturers, but excludes professions and occupations and nonprofit organizations. A hospital that
is a not-for-profit organization would not be a “commercial enterprise.” The term “professions” means
a vocation or employment requiring specialized knowledge and often long and intensive academic
preparation. The term “occupations” means the principal business of an individual. Included within the
meaning of “occupations” is the business of farming. A professional corporation which carries on any
business which is a “profession” or “occupation” is not a commercial enterprise.

“Contract manufacturer” is any manufacturer who falls within the definition of “manufacturer” set
out subsequently in this subrule except that a contract manufacturer does not sell the tangible personal
property which it processes on behalf of other manufacturers.

“Directly used.” Property is “directly used” only if it is used to initiate, sustain, or terminate an
exempt activity. In determining whether any property is “directly used,” consideration should be given
to the following factors:

1. The physical proximity of the property in question to the activity in which it is used;
2. The proximity of the time of use of the property in question to the time of use of other property

used before and after it in the activity involved; and
3. The active causal relationship between the use of the property in question and the activity

involved. The fact that a particular piece of property may be essential to the conduct of the activity
because its use is required either by law or practical necessity does not, of itself, mean that the property
is directly used.

“Financial institution” is a bank incorporated under any state or federal law; a savings and loan
association incorporated under any state or federal law; a credit union organized under any state or
federal law; or any corporation licensed as an industrial loan company under Iowa Code chapter 536A.
Excluded from the meaning of the term are loan brokers governed by Iowa Code chapter 535C and
production credit associations.

“Insurance company” means an insurer organized or operating under Iowa Code chapter 508, 514,
515, 518, 518A, 519, or 520 or authorized to do business in Iowa as an insurer or as a licensed insurance
agent under Iowa Code chapter 522. Excluded from the definition of “insurance company” are fraternal
and beneficial societies governed by Iowa Code chapter 512 and health maintenance organizations
governed by Iowa Code chapter 514B. This list of exclusions is not intended to be exclusive.

“Machinery and equipment” means machinery and equipment used by a manufacturer. Machinery
is any mechanical, electrical, or electronic device designed and used to perform some function and to
produce a certain effect or result. The term includes not only the basic unit of the machinery, but also
any adjunct or attachment necessary for the basic unit to accomplish its intended function. The term
also includes all devices used or required to control, regulate, or operate a piece of machinery, provided
such devices are directly connected with or are an integral part of the machinery and are used primarily
for control, regulation, or operation of machinery. Jigs, dies, tools, and other devices necessary to
the operation of or used in conjunction with the operation of what would be ordinarily thought of as
machinery are also considered to be “machinery.” See Deere Manufacturing Co. v. Zeiner, 247 Iowa
1264, 78 N.W.2d 527 (1956). Also see the definition of “replacement parts” infra. Machinery does
not include buildings designed specifically to house or support machinery. Equipment is any tangible
personal property used in an operation or activity. Nonexclusive examples of equipment are tables on
which property is assembled on an assembly line and chairs used by assembly line workers.

“Manufacturer” means any person, firm, or corporation that purchases, receives, or holds personal
property for the purpose of adding to its value by any process of manufacturing, refining, purifying,
combining of different materials, or by packing of meats with an intent to sell at a gain or profit. Those
who are in the business of printing, newspaper publication, bookbinding, lumber milling, and production
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of drugs and agricultural supplies are illustrative, nonexclusive examples of manufacturers. Construction
contracting; remanufacture or rebuilding of tangible personal property (such as automobile engines);
provision of health care; farming; transportation for hire; and the activities of restaurateurs, hospitals,
medical doctors, and those whomerely process data are illustrative, nonexclusive examples of businesses
which are not manufacturers. See Associated General Contractors of Iowa v. State Tax Commission, 255
Iowa 673, 123 N.W.2d 922 (1963) and River Products Co. v. Board of Review of Washington County,
332 N.W.2d 116 (Iowa Ct. App. 1982). The term “manufacturer” includes a contract manufacturer.
Ordinarily, the word does not include those commercial enterprises engaged in quarrying or mining.
However, effective July 1, 1998, a commercial enterprise, the principal business of which is quarrying
or mining, is a manufacturer with respect to activities in which it engages subsequent to quarrying or
mining. These subsequent activities include, byway of nonexclusive example, crushing, washing, sizing,
and blending of aggregate materials.

EXAMPLE: Company A owns and operates a gravel pit. It sells the gravel extracted from the pit to
others who use the gravel for surfacing roads and as an ingredient in concrete manufacture. Company A
removes overlay and raw gravel from the pit. It then transports the gravel to a plant where washing and
sizing of the gravel take place. Company A is a manufacturer, but only with respect to those activities
which occur after it severs the gravel from the ground.

“Pollution control equipment” means any disposal system or apparatus used or placed in operation
primarily for the purpose of reducing, controlling, or eliminating air or water pollution. The term does not
include any apparatus used to eliminate “noise pollution.” Liquid, solid, and gaseous wastes are included
within the meaning of the word “pollution.” “Pollution control equipment” specifically includes, but is
not limited to, any equipment the use of which is required or certified by an agency of this state or
the United States Government. Wastewater treatment facilities and scrubbers used in smokestacks are
examples of pollution control equipment. However, pollution control equipment does not include any
equipment used only for worker safety (e.g., a gas mask).

“Processing” means a series of operations in which materials are manufactured, refined, purified,
created, combined, transformed, or stored by a manufacturer, ultimately into tangible personal property.
Processing encompasses all activities commencing with the receipt or producing of raw materials
by the manufacturer and ending at the point products are delivered for shipment or transferred from
the manufacturer. Processing includes, but is not limited to, refinement or purification of materials;
treatment of materials to change their form, context, or condition; maintenance of the quality or
integrity of materials, components, or products; maintenance of environmental conditions necessary for
materials, components or products; quality control activities; construction of packaging and shipping
devices; placement into shipping containers or any type of shipping device or medium; and the
movement of materials, components, or products until shipment from the manufacturer.

“Processing or storage of data or information.” All computers store and process information.
However, only if the “final output” for a user or consumer is stored or processed data will the computer
be eligible for exemption of tax.

“Receipt or producing of rawmaterials”means activities performed upon tangible personal property
only. With respect to raw materials produced from or upon real estate, “production of raw materials” is
deemed to occur immediately following the severance of the raw materials from the real estate.

“Recycling” means any process by which waste or materials which would otherwise become waste
are collected, separated, or processed and revised or returned for use in the form of raw materials
or products. The term includes, but is not limited to, the composting of yard waste which has been
previously separated from other waste. “Recycling” does not include any form of energy recovery.

“Replacement parts.”A “replacement part” is any machinery, equipment, or computer part which is
substituted for another part that has broken, has become worn out or obsolete, or is otherwise unable to
perform its intended function. “Replacement parts” are those parts which materially add to the value of
industrial machinery, equipment, or computers or appreciably prolong their lives or keep them in their
ordinarily efficient operating condition. Excluded from the meaning of the term “replacement parts” are
supplies, the use of which is necessary if machinery is to accomplish its intended function. Drill bits,
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grinding wheels, punches, taps, reamers, saw blades, lubricants, coolants, sanding discs, sanding belts,
and air filters are nonexclusive examples of supplies. Sales of supplies remain taxable.

Tangible personal property with an expected useful life of 12 months or more which is used in the
operation of machinery, equipment, or computers is rebuttably presumed to be a “replacement part.”
Tangible personal property used in the same manner with an expected useful life of less than 12 months
is rebuttably presumed to be a “supply.”

“Research and development” means experimental or laboratory activity which has as its ultimate
goal the development of new products or processes of processing. Machinery, equipment, and computers
are used “directly” in research and development only if they are used in actual experimental or laboratory
activity that qualifies as research and development under this subrule.

18.58(2) Exempt sales. On and after July 1, 1997, sales or rentals of the following machinery,
equipment, or computers (including replacement parts) are exempt from tax:

a. Machinery, equipment, and computers directly and primarily used in processing by a
manufacturer.

b. Machinery, equipment, and computers directly and primarily used to maintain a manufactured
product’s integrity or to maintain any unique environmental conditions required for the product.

c. Machinery, equipment and computers directly and primarily used to maintain unique
environmental conditions required for other machinery, equipment, or computers used in processing by
a manufacturer.

d. Test equipment directly and primarily used by a manufacturer in processing to control the
quality and specifications of a product.

e. Machinery, equipment, or computers directly and primarily used in research and development
of new products or processes of processing.

f. Computers used in processing or storage of data or information by an insurance company,
financial institution, or commercial enterprise.

g. Machinery, equipment, and computers directly and primarily used in recycling or reprocessing
of waste products.

h. Pollution control equipment used by a manufacturer. It is not necessary that the equipment be
“directly and primarily” used in any kind of processing.

i. Materials used to construct or self-construct any machinery, equipment, or computer, the sale
of which is exempted by paragraphs “a” through “h” above.

j. Exempt sales of fuel and electricity. Sales of fuel or electricity consumed by machinery,
equipment, or computers used in any exempt manner described in paragraphs “a,” “b,” “c,” “d,” “e,”
“g,” and “h” of this subrule are exempt from tax. Sales of electricity consumed by computers used in
the manner described in paragraph “f” remain subject to tax.

18.58(3) Examples of exempt items. Sales of the following nonexclusive types of machinery and
equipment, previously taxable, are exempt on and after July 1, 1997, if that machinery or equipment is
sold for direct and primary use in processing by a manufacturer: coolers which do not change the nature
of materials stored in them; equipment which eliminates bacteria; palletizers; storage bins; property
used to transport raw, semifinished, or finished goods; vehicle-mounted cement mixers; self-constructed
machinery and equipment; packaging and bagging equipment (including conveyer systems); equipment
which maintains an environment necessary to preserve a product’s integrity; equipment which maintains
a product’s integrity directly; quality control equipment and electricity or other fuel used to power the
machinery and equipment mentioned above.

18.58(4) Processing—beginning to end.
a. The beginning of processing. Processing begins with a manufacturer’s receipt or production

of raw material. Thus, when a manufacturer produces its own raw material it is engaged in processing.
Processing also begins when raw materials are transferred to a manufacturer’s possession by a
manufacturer’s supplier.

b. The completion of processing. Processing ends when the finished product is transferred from
the manufacturer or delivered for shipment by the manufacturer. Therefore, a manufacturer’s packaging,
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storage, and transport of a finished product after the product is in the form in which it will be sold at retail
are part of the processing of the product.

c. Examples of the beginning, intervening steps, and the ending of processing. Of the following,
Examples A and B illustrate when processing begins under various circumstances; Example C
demonstrates the middle stages of processing; and Example D demonstrates when the end of processing
takes place.

EXAMPLE A. Company A manufactures fine furniture. Company A owns a grove of walnut trees
which it uses as raw material. A’s employees cut the trees, transport the logs to A’s factory, offload them
there, and store the logs in a warehouse (to begin the curing of their wood) before taking them to A’s
sawmill. The walnut trees are real property, Kennedy v. Board of Assessment and Review, 276 N.W. 205,
224 Iowa 405 (1937). Thus, no “production of raw materials” has occurred with regard to the trees until
they have been severed from the soil and transformed into logs. In this example, “processing” of the logs
begins when they are placed on vehicles for transport to A’s factory. However, note that even though the
transport vehicles are used in processing, if they are “vehicles subject to registration,” their use is not
exempt from tax. See 18.58(6)“d” infra.

EXAMPLE B. Company A from the previous example also buys mahogany logs from a supplier in
Honduras. Company A uses its own equipment to offload the logs from railroad cars at its manufacturing
facility and then transports, stores, and saws the logs as previously described in Example A. Processing
begins when Company A offloads the logs from the railroad cars.

EXAMPLE C. Company C is a microbrewery. It uses a variety of kettles, vats, tanks, tubs, and other
containers to mix, cook, ferment, settle, age, and store the beer which it brews. It also uses a variety of
pipes and pumps to move the beer among the various containers involved in the activity of brewing. All
stages of this brewing are part of processing whether those stages involve the transformation of the raw
materials from one state to another, e.g., fermentation or aging, or simply involve holding the materials
in an existing state, e.g., storage of hops in a bin or storage of the beer immediately prior to bottling.
Also, any movement of the beer between containers is an activity which is a part of processing, whether
this movement is an “integral part” of the production of the beer or not.

EXAMPLED. After the brewing process is complete, Company C places its beer in various containers,
stores it, and moves the beer to its customers by a common carrier that picks up the beer at C’s brewery.
C’s activities of placing the beer into bottles, cans, and kegs, storing it after packaging, and moving the
beer by use of a forklift to the common carrier’s pickup site are activities which are part of processing.

18.58(5) Various unrelated inclusions in and exclusions from this exemption.
a. The following are nonexclusive examples ofmachinerywhich is not directly used in processing:
(1) Machinery used exclusively for the comfort of workers. Examples are air cooling, air

conditioning, and ventilation systems.
(2) Machinery used in support operations, such as a machine shop, in which production machinery

is assembled, maintained, or repaired.
(3) Machinery used by administrative, accounting, and personnel departments.
(4) Machinery used by plant security, fire prevention, first aid, and hospital stations.
(5) Machinery used in plant communications and safety.
b. The following is an example of property directly used in research and development. Frontier

Hybrid, Inc. maintains a research and development laboratory for use in developing a corn plant which
is a perennial. It purchases the following items for use in its research and development laboratory:
a computer which will process data relating to the genetic structure of the various corn plants which
Frontier Hybrid is testing, an electron microscope for examining the structure of corn plant genes, a
“steam cleaner” for cleaning rugs in the laboratory offices, and a typewriter for use by the laboratory
director’s secretary. The computer and the microscope are “directly” used in the research in which the
laboratory is engaged; the steam cleaner and the typewriter only indirectly used. Therefore, purchase of
the computer and microscope would be exempt from tax; purchase of the steam cleaner and typewriter
would be subject to tax.

c. The following is an example of computers used and not used in processing or storage of
information or data. A health insurance company has four computers. Computer A is used to monitor
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the temperature within the insurance company’s building. The computer transmits messages to the
building’s heating and cooling systems telling them when to raise or lower the level of heating or air
conditioning as needed. Computer B is used to store patient records and will recall those records on
demand. Computer C is used to tabulate statistics regarding the amount of premiums paid in and the
amount of benefits paid out for various classes of insured. Computer D is used to train the insurance
company’s employees to perform various additional tasks or to better perform work they can already
do. Computer D uses various canned programs to accomplish this. The “final output” of Computer A
is neither stored nor processed information. Therefore, Computer A does not fit the definition of an
exempt computer. The final output of Computer B is stored information. The final output of Computer
C is processed information. The final output of Computer D is processed information consisting of the
training exercises appearing on the computer monitor. The sale, lease, or use of Computers B, C, and
D would qualify for exemption.

d. The following is an example of property not used in processing. A manufacturing plant located
in Warren County which manufactures widgets fabricates its own patterns used in manufacturing the
widgets on a metal press machine in its machine shop located in Story County. The machine shop does
not sell the patterns, and the metal press machine is used for no other purpose than to fabricate the
patterns. The metal press machine is not used in processing because there is no intent to sell the patterns
used by the machine shop at a gain or profit.

18.58(6) Exceptions. Sales of the following machinery, equipment, or computers are not exempt:
a. Machinery, equipment, or computers assessed by the department of revenue pursuant to Iowa

Code chapters 428, 433, 434, and 436 to 438, inclusive. For electric, gas, water, and other companies
assessed under Iowa Code chapter 428, only property owned by the company is assessed by the
department. For railroad, telephone, pipeline, and electric transmission lines companies, property leased
to, as well as owned by, the company is assessed by the department. See 701—Chapters 71 and 77.

b. Hand tools. These are tools which can be held in the hand or hands and which are powered by
human effort.

c. Point-of-sale equipment. See 701—subrule 71.1(7).
d. Vehicles subject to registration, except vehicles subject to registration which are directly and

primarily used in recycling or reprocessing of waste products.
e. Machinery and equipment purchased by a person engaged in processing who is not a

manufacturer. Restaurants, retail bakeries, food stores, and blacksmith shops are nonexclusive examples
of businesses which process tangible personal property but are not manufacturers as that word is defined
for the purposes of this rule.

f. The fact that the acquisition cost of rented or purchased machinery, equipment, or computers
can be capitalized for the purposes of Iowa or federal income tax law is not an indication that their sale
or rental would be exempt from tax under this rule.

18.58(7) Lessor purchases of machinery, equipment, or computers. The analysis regarding lessor
purchases of farm machinery and equipment contained in subrule 18.44(3) explains that same problem
regarding machinery, equipment, and computers.

18.58(8) Designing or installing new industrial machinery or equipment. The gross receipts from
the services of designing or installing new industrial machinery or equipment are exempt from tax. The
enumerated services of electrical or electronic installation are included in this exemption. To qualify
for the exemption, the sale or rental of the machinery or equipment must be subject to exemption under
this rule. In addition, the machinery or equipment must be “new.” For purposes of this subrule, “new”
means never having been used or consumed by anyone. The exemption is not applicable to reconstructed,
rebuilt, or repaired or previously owned machinery or equipment. The exemption is applicable to new
machinery and equipment designed or installed for rental as well as for sale. The gross receipts from
design or installation must be separately identified, charged separately, and reasonable in amount for the
exemption to apply. A “computer” is not considered to be machinery or equipment, and its installation
or design is not eligible for this exemption.

18.58(9) Property used in recycling or reprocessing of waste products. Gross receipts from the sale
or rental of machinery (including vehicles subject to registration), equipment, or computers directly and
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primarily used in the recycling or reprocessing of waste products are exempt from tax. “Reprocessing”
is not a subcategory of “processing.” Reprocessing of waste products is an activity separate and
independent from the processing of tangible personal property. Machinery or equipment used in the
recycling or reprocessing of waste products includes, but is not limited to, compactors, balers, crushers,
grinders, cutters, or shears directly and primarily used for this purpose. The sale of an end loader,
forklift, truck, or other moving device is exempt from tax if the device is directly and primarily used
in the movement of property which is an integral part of recycling or reprocessing. The sale of a bin
for storage ordinarily would not be exempt from tax; storage without more activity would not be a
part of recycling or reprocessing. Certain limits for exemption placed upon industrial machinery and
equipment are not applicable to machinery and equipment used in recycling or reprocessing. For
example, the exemption will apply even if the machinery, equipment or computer is purchased by
a person other than an insurance company, financial institution or commercial enterprise. A person
engaged in a profession or occupation could purchase property for direct and primary use in recycling
or reprocessing of waste products and the exemption would apply.

a. By way of nonexclusive examples, recycling or reprocessing can begin when waste or material
which would otherwise become waste is collected or separated. A vehicle used directly and primarily for
collecting waste which will be recycled or reprocessed could be a vehicle used for an exempt purpose
under this rule. Thus, the purchaser of a garbage truck could claim this exemption if the truck were
directly and primarily used in recycling and not, for instance, in hauling garbage to a landfill. Machinery
or equipment used to segregate waste from material to be recycled or reprocessed or used to separate
various forms of materials which will be reprocessed (e.g., glass and aluminum) can also be used at the
beginning of recycling or reprocessing.

b. Machinery and equipment directly and primarily used in recycling or reprocessing. See
subrule 18.58(1) for the definition of “directly used” which is applicable to this subrule. The examples
of machinery not directly used in processing set out in 18.58(5)“a” should be studied for guidance in
determining whether similar machinery is or is not used in recycling or reprocessing; e.g., machinery
used in plant security (see 18.58(5)“a”(4)) is not machinery directly used in recycling or reprocessing.

c. Integral use in recycling or reprocessing. Ordinarily, any operation or series of operations which
does not transform waste or material which would otherwise become waste into new raw materials or
products would not be a part of recycling or reprocessing. However, activities which do not do this,
but are an “integral part” of recycling or reprocessing, are themselves recycling or reprocessing. For
example, an endless belt which moves aluminum cans from a machine where they are shredded to a
machine where the shredded aluminum is crushed into blocks would be an endless belt used in recycling
or reprocessing and the exemption applies. See subrule 18.29(5) for a discussion of when an activity is
an integral part of “processing.” Some of that discussion is applicable to this subrule.

d. The end of recycling or reprocessing. Recycling or reprocessing ends when waste or a material
which would otherwise become waste is in the form of raw material or in the form of a product. For
instance, a corporation purchases a machine which grinds logs, stumps, pallets, crates, and other waste
wood into wood chips. After grinding, the wood chips are sold and transported to various sites where
the chips are dumped and spread out over the ground for use in erosion control. The machine which
grinds the wood chips is a machine used in recycling. The truck which transports the wood chips from
the machine to the sites is not used in recycling because at the time the chips are placed in the truck they
are in the form in which they will be used in erosion control.

This rule is intended to implement Iowa Code Supplement section 422.45(27) as amended by 1998
Iowa Acts, Senate File 2288; Iowa Code section 422.45(29); and Iowa Code chapter 423.
[ARC 2349C, IAB 1/6/16, effective 2/10/16; see Rescission note at end of chapter; ARC 2768C, IAB 10/12/16, effective 11/16/16;
see Rescission note at end of chapter]

701—18.59(422,423) Exempt sales to nonprofit hospitals. On and after July 1, 1998, the gross receipts
from sales or rentals of tangible personal property to and from the rendering, furnishing, or performing
of services for a nonprofit hospital licensed under Iowa Code chapter 135B are exempt from tax if the
property or service purchased is used in the operation of the hospital. A hospital is not entitled to claim
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a refund for tax paid by a contractor on the sale or use of tangible personal property or the performance
of services in the fulfillment of a written construction contract with the hospital. However, see the
circumstances set out below in which sales of goods, wares or merchandise, or taxable services to a
hospital for use in the fulfillment of a construction contract, are exempt from Iowa tax.

For the purposes of this rule, the word “hospital” means a place which is devoted primarily to the
maintenance and operation of facilities for diagnosis, treatment, or care, over a period exceeding 24
hours, of two or more nonrelated individuals suffering from illness, injury, or a medical condition (such
as pregnancy). The word “hospital” includes general hospitals, specialized hospitals (e.g., pediatric,
mental, and orthopedic hospitals, and cancer treatment centers), sanatoriums, and other hospitals licensed
under Iowa Code chapter 135B. Also included are institutions, places, buildings, or agencies in which
any accommodation is primarily maintained, furnished, or offered for the care, over a period exceeding
24 hours, of two or more nonrelated aged or infirm persons requiring or receiving chronic or convalescent
care. Excluded from themeaning of the term “hospital” are institutions for well children; day nursery and
child care centers; foster boarding homes and houses; homes for handicapped children; homes, houses,
or institutions for aged persons which limit their function to providing food, lodging, and provide no
medical or nursing care, and house no bedridden person; dispensaries or first-aid stations maintained for
the care of employees, students, customers, members of any commercial or industrial plan, educational
institution, or convent; freestanding hospice facilities which operate a hospice program in accordance
with 42 CFR § 418 and freestanding clinics which do not provide diagnosis, treatment, or care for periods
exceeding 24 hours. This list of inclusions and exclusions is not exclusive. For additional information
see 481—Chapter 51.

Ordinarily, goods, wares, or merchandise (such as building materials, supplies, and equipment; see
rule 701—19.3(422,423) for definitions) which is purchased by a hospital and used by a contractor in
the fulfillment of a written contract with the hospital cannot be purchased exempt from Iowa tax. The
goods, wares, and merchandise used in the fulfillment of these construction contracts are not used in
the “operation” of a hospital but in activities at least one step removed from that operation. See Polich
v. Anderson-Robinson Coal Co., 227 Iowa 553, 288 N.W. 650 (1939).

However, for a limited period, the gross receipts from all sales of goods, wares, or merchandise or
from services rendered, furnished, or performed are exempt from tax (or a claim for refund may be filed
for tax paid) if the tangible personal property or the taxable service is used in the fulfillment of a written
construction contract with a hospital and all of the following circumstances exist:

1. Deliveries under contracts of sale of the goods, wares, or merchandise occurred or the taxable
serviceswere rendered, furnished, or performed between July 1, 1998, andDecember 31, 2001, inclusive.
A claim for refund may be filed for any tax paid for this period, so long as the claim is filed prior to April
1, 2002, and the requirements of “2” and “3” below are also met. Claims for refunds of tax, interest,
or penalty paid for the period of July 1, 1998, to December 31, 2001, are limited to $25,000 in the
aggregate. If the amount of the claimed refunds for this period totals more than $25,000, the department
must prorate the $25,000 among all claimants in relation to the amounts of the claimants’ valid claims.

2. The written construction contract was entered into prior to December 31, 1999, or bonds to
fund the construction were issued prior to December 31, 1999.

3. The property or services were purchased directly by the hospital or by a contractor as an agent
of the hospital. For the purposes of this exemption, no hospital can retroactively designate a contractor
to be its agent and by this means transform a contractor’s purchases of goods, wares, merchandise, or
services into its own. Upon the department’s request, a hospital claiming that a contractor is or has been
its purchasing agent must present suitable evidence of a principal-agent relationship between itself and
the contractor during any period for which exempt sales or a refund is claimed. The best evidence of a
principal and purchasing agent relationship is a written document setting out the terms of the relationship
and the period for which the agency is in effect; however, other evidence, which is the equivalent of a
written document in reliability, will be considered by the department when necessary.

This rule is intended to implement Iowa Code Supplement section 422.45 as amended by 2000 Iowa
Acts, chapter 1207.

https://www.legis.iowa.gov/docs/ico/chapter/135B.pdf
https://www.legis.iowa.gov/docs/iac/chapter/481.51.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.19.3.pdf
https://www.legis.iowa.gov/docs/ico/section/422.45.pdf
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701—18.60(422,423) Exempt sales of gases used in the manufacturing process. Effective May
24, 1999, but retroactive to January 1, 1991, sales of argon and other similar gases to be used in
the manufacturing process are exempt from tax. For the purposes of this rule, only inert gases are
gases which are similar to argon. An “inert gas” is any gas which is normally chemically inactive. It
will not support combustion and cannot be used as either a fuel or as an oxidizer. Argon, nitrogen,
carbon dioxide, helium, neon, krypton, and xenon are nonexclusive examples of inert gases. Oxygen,
hydrogen, and methane are nonexclusive examples of gases which are not inert. These sales are exempt
only if the gas is purchased by a “manufacturer,” for used in “processing,” as those terms are defined in
subrule 18.45(1), for the period prior to July 1, 1997, and as those terms are defined in subrule 18.58(1)
for the period beginning July 1, 1997.

This rule is intended to implement Iowa Code section 422.45 as amended by 1999 Iowa Acts, chapter
170.

701—18.61(422,423) Exclusion from tax for property delivered by certain media. For the period
beginning March 15, 1995, a taxable “sale” of tangible personal property does not occur if the substance
of the transaction is delivered to the purchaser digitally, electronically, or by utilizing cable, radio waves,
microwaves, satellites, or fiber optics. This exclusion from tax is not applicable to any leasing of tangible
personal property, a lease not being a “sale” of tangible personal property for the purposes of Iowa sales
and use tax law, Cedar Valley Leasing, Inc. v. Iowa Department of Revenue, 274 N.W.2d 357 (Iowa
1979). The exclusion is also not applicable to property delivered by any medium other than those listed
above. Sales of items such as artwork, drawings, photographs, music, electronic greeting cards, “canned”
software (see subrule 18.34(1)), entertainment properties (e.g., films, concerts, books, and television and
radio programs), and all other digitized products delivered as described above are not taxable, except the
exclusion does not repeal by implication the tax on the service of providing pay television. See rule
701—26.56(422). If an order for a product is placed by way of any of the media described above but the
product ordered is delivered by conventional, physical means, e.g., the U.S. Postal Service or common
carrier, sale of the product is not excluded from tax under this rule.

This rule is intended to implement Iowa Code Supplement section 422.43 as amended by 2002 Iowa
Acts, Senate File 2321.

[Filed 12/12/74]
[Filed 1/9/76, Notice 12/1/75—published 1/26/76, effective 3/1/76]
[Filed 11/5/76, Notice 9/22/76—published 12/1/76, effective 1/5/77]
[Filed 9/2/77, Notice 6/15/77—published 9/21/77, effective 10/26/77]

[Filed effective date change 10/20/77—published 11/2/77, effective 10/20/77]
[Filed 4/28/78, Notice 3/22/78—published 5/17/78, effective 7/1/78]
[Filed 1/5/79, Notice 11/29/78—published 1/24/79, effective 2/28/79]
[Filed 3/15/79, Notice 2/7/79—published 4/4/79, effective 5/9/79]
[Filed 3/20/79, Notice 1/10/79—published 4/4/79, effective 5/9/79]
[Filed 1/18/80, Notice 12/12/79—published 2/6/80, effective 3/12/80]
[Filed 3/28/80, Notice 2/20/80—published 4/16/80, effective 5/21/80]
[Filed 5/23/80, Notice 4/16/80—published 6/11/80, effective 7/16/80]

[Filed emergency 7/17/80—published 8/6/80, effective 7/17/80]
[Filed 8/1/80, Notice 6/25/80—published 8/20/80, effective 9/24/80]

[Filed 12/5/80, Notice 10/29/80—published 12/24/80, effective 1/28/81]
[Filed 3/13/81, Notice 2/4/81—published 4/1/81, effective 5/6/81]
[Filed 6/5/81, Notice 4/29/81—published 6/24/81, effective 7/29/81]
[Filed 9/11/81, Notice 8/5/81—published 9/30/81, effective 11/4/81]
[Filed 3/25/82, Notice 2/17/82—published 4/14/82, effective 5/19/82]

[Filed emergency 2/9/83—published 3/2/83, effective 3/1/83]
[Filed 4/22/83, Notices 3/2/83, 3/16/83—published 5/11/83, effective 6/15/83]

[Filed emergency 7/29/83—published 8/17/83, effective 7/29/83]
[Filed 9/9/83, Notice 8/3/83—published 9/28/83, effective 11/2/83]

https://www.legis.iowa.gov/docs/iac/rule/701.18.45.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.58.pdf
https://www.legis.iowa.gov/docs/ico/section/422.45.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.18.34.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.26.56.pdf
https://www.legis.iowa.gov/docs/ico/section/422.43.pdf
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[Filed 11/30/84, Notice 7/18/84—published 12/19/84, effective 1/23/85]
[Filed 12/14/84, Notice 9/26/84—published 1/2/85, effective 2/6/85]
[Filed 8/23/85, Notice 7/17/85—published 9/11/85, effective 10/16/85]
[Filed 10/4/85, Notice 8/28/85—published 10/23/85, effective 11/27/85]
[Filed 10/18/85, Notice 9/11/85—published 11/6/85, effective 12/11/85]
[Filed 12/13/85, Notice 11/6/85—published 1/1/86, effective 2/5/86]
[Filed 1/10/86, Notice 9/11/85—published 1/29/86, effective 3/5/86]
[Filed 3/21/86, Notice 2/12/86—published 4/9/86, effective 5/14/86]
[Filed 3/21/86, Notice 9/11/85—published 4/9/86, effective 5/14/86]
[Filed 8/22/86, Notice 7/16/86—published 9/10/86, effective 10/15/86]
[Filed 9/5/86, Notice 7/30/86—published 9/24/86, effective 10/29/86]

[Filed 10/31/86, Notice 9/24/86—published 11/19/86, effective 12/24/86]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]

[Filed 12/29/86, Notice 11/19/86—published 1/14/87, effective 2/18/87]
[Filed 1/23/87, Notice 12/17/86—published 2/11/87, effective 3/18/87]
[Filed 10/16/87, Notice 9/9/87—published 11/4/87, effective 12/9/87]

[Filed 10/30/87, Notice 9/23/87—published 11/18/87, effective 12/23/87]
[Filed 12/23/87, Notice 10/7/87—published 1/13/88, effective 2/17/88]
[Filed 1/7/88, Notice 12/2/87—published 1/27/88, effective 3/2/88]
[Filed 2/5/88, Notice 10/21/87—published 2/24/88, effective 3/30/88]
[Filed 3/3/88, Notice 1/27/88—published 3/23/88, effective 4/27/88]
[Filed 8/19/88, Notice 7/13/88—published 9/7/88, effective 10/12/88]
[Filed 10/14/88, Notice 9/7/88—published 11/2/88, effective 12/7/88]
[Filed emergency 12/23/88—published 1/11/89, effective 1/2/89]

[Filed 3/3/89, Notice 1/25/89—published 3/22/89, effective 4/26/89]
[Filed 3/31/89, Notice 2/22/89—published 4/19/89, effective 5/24/89]
[Filed 8/16/89, Notice 7/12/89—published 9/6/89, effective 10/11/89]◊
[Filed 10/26/89, Notice 9/20/89—published 11/15/89, effective 12/20/89]
[Filed 11/22/89, Notice 10/18/89—published 12/13/89, effective 1/17/90]◊
[Filed 1/5/90, Notice 11/29/89—published 1/24/90, effective 2/28/90]
[Filed 4/26/90, Notice 3/21/90—published 5/16/90, effective 6/20/90]
[Filed 8/30/90, Notice 7/25/90—published 9/19/90, effective 10/24/90]
[Filed 9/28/90, Notice 8/22/90—published 10/17/90, effective 11/21/90]
[Filed 7/5/91, Notice 5/29/91—published 7/24/91, effective 8/28/91]
[Filed 10/11/91, Notice 9/4/91—published 10/30/91, effective 12/4/91]
[Filed 3/13/92, Notice 2/5/92—published 4/1/92, effective 5/6/92]
[Filed emergency 3/26/92—published 4/15/92, effective 4/1/92]

[Filed 6/5/92, Notice 4/15/92—published 6/24/92, effective 7/29/92]
[Filed 9/23/92, Notice 8/19/92—published 10/14/92, effective 11/18/92]
[Filed 11/6/92, Notice 9/30/92—published 11/25/92, effective 12/30/92]
[Filed 9/24/93, Notice 8/18/93—published 10/13/93, effective 11/17/93]
[Filed 10/8/93, Notice 9/1/93—published 10/27/93, effective 12/1/93]
[Filed 12/30/94, Notice 11/23/94—published 1/18/95, effective 2/22/95]
[Filed 10/6/95, Notice 8/30/95—published 10/25/95, effective 11/29/95]

[Filed 2/9/96, Notice 1/3/96—published 2/28/96, effective 4/3/96]
[Filed 5/16/96, Notice 4/10/96—published 6/5/96, effective 7/10/96]

[Filed 10/31/96, Notice 9/25/96—published 11/20/96, effective 12/25/96]
[Filed 12/19/96, Notices 10/9/96, 11/20/96—published 1/15/97, effective 2/19/97]1

[Filed 10/17/97, Notice 9/10/97—published 11/5/97, effective 12/10/97]
[Filed 4/17/98, Notice 12/3/97—published 5/6/98, effective 6/10/98]
[Filed 10/15/98, Notice 9/9/98—published 11/4/98, effective 12/9/98]
[Filed 3/19/99, Notice 2/10/99—published 4/7/99, effective 5/12/99]
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[Filed emergency 6/22/99—published 7/14/99, effective 7/1/99]
[Filed 7/9/99, Notice 6/2/99—published 7/28/99, effective 9/1/99]

[Filed 12/10/99, Notice 11/3/99—published 12/29/99, effective 2/2/00]◊
[Filed 10/27/00, Notice 9/20/00—published 11/15/00, effective 12/20/00]◊
[Filed 12/22/00, Notice 11/15/00—published 1/10/01, effective 2/14/01]
[Filed 10/26/01, Notice 9/19/01—published 11/14/01, effective 12/19/01]◊
[Filed 1/18/02, Notice 12/12/01—published 2/6/02, effective 3/13/02]
[Filed 11/8/02, Notice 10/2/02—published 11/27/02, effective 1/1/03]

[Filed 10/31/08, Notice 9/24/08—published 11/19/08, effective 12/24/08]
[Filed ARC 8021B (Notice ARC 7832B, IAB 6/3/09), IAB 7/29/09, effective 9/2/09]

[Filed ARC 9814B (Notice ARC 9675B, IAB 8/10/11), IAB 10/19/11, effective 11/23/11]
[Filed ARC 2349C (Amended Notice ARC 2239C, IAB 11/11/15; Notice ARC 2178C, IAB 9/30/15),

IAB 1/6/16, effective 2/10/16]2

[Filed ARC 2768C (Notice ARC 2636C, IAB 7/20/16), IAB 10/12/16, effective 11/16/16]
[Filed ARC 4117C (Notice ARC 3886C, IAB 7/18/18; Amended Notice ARC 4003C, IAB 9/12/18),

IAB 11/7/18, effective 12/12/18]
[Filed ARC 4309C (Notice ARC 4176C, IAB 12/19/18), IAB 2/13/19, effective 3/20/19]
[Rescinded definitions of “computer” editorially removed, IAC Supplement 7/29/20]3

◊ Two or more ARCs
1 Effective date of 18.20(5) and 18.20(6) delayed 70 days by the Administrative Rules Review Committee at its meeting held

February 10, 1997.
2 Amendments to 18.29(7) and 18.58, introductory paragraph, (ARC 2349C, Items 2 and 3) rescinded by 2016 Iowa Acts, House

File 2433, section 6, on 3/21/16. Amendments removed and prior language restored IAC Supplement 4/27/16.
3 The definition of “computer” in subparagraph 18.34(1)"b"(1), subrule 18.45(1), and subrule 18.58(1) rescinded by 2020 Iowa

Acts, House File 2641, section 97, effective July 1, 2020.

https://www.legis.iowa.gov/docs/aco/arc/8021B.pdf
https://www.legis.iowa.gov/docs/aco/arc/7832B.pdf
https://www.legis.iowa.gov/docs/aco/arc/9814B.pdf
https://www.legis.iowa.gov/docs/aco/arc/9675B.pdf
https://www.legis.iowa.gov/docs/aco/arc/2349C.pdf
https://www.legis.iowa.gov/docs/aco/arc/2239C.pdf
https://www.legis.iowa.gov/docs/aco/arc/2178C.pdf
https://www.legis.iowa.gov/docs/aco/arc/2768C.pdf
https://www.legis.iowa.gov/docs/aco/arc/2636C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4117C.pdf
https://www.legis.iowa.gov/docs/aco/arc/3886C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4003C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4309C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4176C.pdf
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CHAPTER 54
ALLOCATION AND APPORTIONMENT

[Prior to 12/17/86, Revenue Department[730]]

701—54.1(422) Basis of corporate tax. Iowa Code section 422.33 imposes a tax on all corporations
incorporated under the laws of Iowa and upon every foreign corporation doing business in Iowa. For tax
years beginning on or after January 1, 1999, Iowa Code section 422.33 imposes a tax on all corporations
doing business in Iowa. For corporations or other entities subject to the tax (as corporations), the tax
is levied and collected only on such income as may accrue or be recognized to the corporation from
business done or carried on in the state plus net income from certain sources without the state which by
law follows the commercial domicile of the corporation.

If a corporation carries on its trade or business entirely within the state of Iowa, no allocation or
apportionment of its income may be made. The corporation will be presumed to be carrying on its
business entirely within the state of Iowa if its sales or other activities are carried on only in Iowa, even
though it received income from sources outside the state in the form of interest, dividends, royalties
and other sources of income from intangibles. For tax years beginning on or after January 1, 1995,
an Iowa-domiciled corporation may apportion its income if it has income from intangibles that have
acquired a business situs outside Iowa even if it has no other activities outside the state. For tax years
beginning on or after January 1, 1999, an Iowa-domiciled corporation may apportion its income if the
trade or business is carried on partly within and partly without the state or if income is derived from
sources partly within and partly without the state, or if income is derived from trade or business and
sources, all of which are not entirely in the state. (See 701—subrules 52.1(1) and 52.1(4).)

For tax years beginning on or after January 1, 1986, the income from the operation of a farm may
be allocated and apportioned within and without the state if the business activities of the corporation
are carried on partly within and partly without the state. For tax years beginning on or after January 1,
1995, an Iowa-domiciled corporation may apportion its income if it has income from intangibles that
have acquired a business situs outside Iowa even if it has no other activities outside the state. For tax
years beginning on or after January 1, 1999, an Iowa-domiciled corporation may apportion its income
if the trade or business is carried on partly within and partly without the state or if income is derived
from sources partly within and partly without the state, or if income is derived from trade or business
and sources, all of which are not entirely in the state. (See 701—subrules 52.1(1) and 52.1(4).)

See subrule 54.1(4) for the definition of carrying on a trade or business partly within and partly
without the state.

54.1(1) Definition—operation of a farm. A taxpayer is engaged in the operation of a farm if the
taxpayer cultivates, operates, or manages a farm for gain or profit, either as owner or tenant. For the
purpose of Iowa Code section 422.33(1), a taxpayer who receives a rental (either in cash or in kind) which
is based upon farm production is engaged in the operation of a farm. However, a taxpayer who receives
a fixed rental (without reference to production) is engaged in the operation of a farm only if the taxpayer
participates to a material extent in the operation or management of the farm. A taxpayer engaged in
forestry or the growing of timber is not thereby engaged in the operation of a farm. A taxpayer cultivating
or operating a farm for recreation or pleasure rather than a profit is not engaged in the operation of a farm.
For the purpose of this subrule, the term “farm” is used in its ordinary, accepted sense and includes stock,
dairy, poultry, fruit, and truck farms, and also plantations, ranches, ranges, and orchards. A taxpayer is
engaged in the operation of a farm if the taxpayer is a member of a partnership engaged in the operation
of a farm. The operation of a farm includes the sale of products produced on the farm. The purchase of
livestock for feeding purposes and subsequent resale is part of the operation of a farm.

54.1(2) Definition—property used in the operation of a farm. Property used in the operation of a
farm means land and buildings which are used in the operation of a farm. The land must be used for
the production of crops, fruits, or other agricultural products or for the sustenance of livestock. For the
purposes of this subrule, the term livestock includes cattle, hogs, horses, mules, donkeys, sheep, goats,
captive furbearing animals, chickens, turkeys, pigeons, and other poultry. It does not include fish, frogs,

https://www.legis.iowa.gov/docs/ico/section/422.33.pdf
https://www.legis.iowa.gov/docs/ico/section/422.33.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.52.1.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.52.1.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.54.1.pdf
https://www.legis.iowa.gov/docs/ico/section/422.33.pdf
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reptiles, and the like. Land used for the sustenance of livestock includes land used for grazing such
livestock.

Property used in the operation of a farm means property used in the unitary operations of a farm
whether or not the acreage is contiguous.

54.1(3) Definition—unitary operations of a farm. Unitary operations of a farm means the operation
of one or more tracts of land or the conducting of one or more types of farming operations where the
operation of a farm within Iowa is integrated with, dependent upon or contributes to the operations of a
farm outside the state.

54.1(4) Definition—carrying on a trade or business partly within and partly without the
state. Carrying on a trade or business partly within and partly without the state means having business
activities in at least one other state sufficient to meet the minimum constitutional standards for doing
business in a state under the due process and commerce clauses of the United States Constitution.
The determination of whether a corporation is carrying on a trade or business partly within and partly
without the state must be made on a tax-year-by-tax-year basis. The activities of a past or future tax
year have no bearing on the current year.

The following nonexclusive list of activities on a non-de minimis basis determined by aggregating
all activities if physically carried on in a regular, systematic, and continuing basis by corporate officers
or employees or representatives in at least one other state would constitute the minimum activities which
would meet the constitutional standards for doing business in a state under the due process and commerce
clauses of the United States Constitution:

The term “representative” means independent contractors, agents, brokers, and other individuals
or entities who act on behalf of or at the direction of the corporation. A person may be considered a
“representative” even though that person may not be considered an employee for other purposes such as
withholding of income tax from commissions.

a. The free distribution of product samples, brochures, and catalogues which explain the use of or
laud the product, or both.

b. Negotiation of a price for a product.
c. Demonstration of how the corporation’s product works.
d. Delivery of goods to customers by the corporation in its own or leased vehicles.
e. Audit of inventory levels.
f. Recruitment, training, evaluation, and management of employees, officers, or representatives.
g. Intervention/mediation in credit disputes between customers and Iowa-located corporate

departments.
h. Use of hotel rooms and homes for business meetings.
i. Assistance to wholesalers in obtaining suitable displays for products.
j. Furnishing of display racks at no charge.
k. Advice to sellers on the art of displaying goods to the public.
l. Rental of hotel rooms for short-term display of products.
m. Mere forwarding of customer questions, concerns, or problems.
n. Installation or assembly of the corporate product.
o. Ownership or lease of real estate by the corporation and used for a business purpose.
p. Solicitation of orders for, or sale of, services or real estate.
q. Solicitation of sales or sale of tangible personal property (as opposed to solicitation of orders).
r. Maintenance of a stock of inventory.
s. Existence of an office or other business location.
t. Managerial activities.
u. Collections on regular or delinquent accounts.
v. Technical assistance and training given to purchaser and user of corporate products.
w. The repair or replacement of faulty or damaged goods.
x. The pickup of damaged, obsolete, or returned merchandise from purchaser or user.
y. Rectification of or assistance in rectifying any product complaints or shipping complaints, for

example.
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z. Delivery of corporate merchandise inventory to corporation’s distributors or dealers on
consignment.

aa. Maintenance of personal property.
ab. Participation in recruitment, training, monitoring, or approval of servicing distributors, dealers,

or others where purchasers of corporation’s products can have such products serviced or repaired.
ac. Inspection or verification of faulty or damaged goods.
ad. Inspection of the customer’s installation of the corporate product.
ae. Research.
af. Employees’ or officers’ use of part of their homes or other places as an office if the corporation

pays for such use.
ag. The use of samples for replacement or sale; storage of such samples at home or in rented space.
ah. Removal of old or defective products.
ai. Verification of the destruction of damaged merchandise.
aj. Repair or warranty work on company goods or products after sale.
ak. Any other activities carried on in advancement, promotion, or fulfillment of the business of the

corporation.
Some of the above activities may not create a tax liability in another state because of the protections

afforded by Public Law 86-272, 15 USCA Sections 381-385, which prohibit the taxation of a corporation
if its only activities in the state are the solicitation of orders which are approved and filled by shipment
or delivery from outside the state. Irrespective of whether the corporation is taxable in another state, it
may apportion its income if it carries on one or a combination of the above activities in a regular and
continuing basis by corporate officers or employees in at least one other state.

The mere shipment of goods via common carrier or the United States Postal Service to non-Iowa
destinations does not constitute doing business partly within and partly without the state. Irvine
Co. v. McColgan, 26 Cal.2d 160, 157 P.2d 847 (1945);W.J. Dickey & Sons, Inc. v. State Tax Commission,
212 Md. 607, 131 A.2d 277 (1957); State of Georgia v. Coca-Cola Bottling Co., 214 Ga. 316, 104
S.E.2d 574 (1958); E.F. Johnson Company v. Commissioner of Taxation, 224 N.W.2d 150 (Minnesota
1975); 1980 O.A.G. 588, and Kuehn to Bair #85-5-53(L).

For tax years beginning on or after January 1, 1989, a corporation domiciled in this state whose
trade or business is carried on partly within and partly without the state or whose income is derived
from sources partly within and partly without the state may allocate and apportion its income within and
without the state. “Income from sources partly within and partly without the state” means income from
real or tangible property located or having a situs within and without the state.

The term “tangible property having a situs without the state” means that a tangible property is
habitually present in a state other than Iowa or it maintains a fixed and regular route through another
state sufficient that the other state could constitutionally under the 14th Amendment and Commerce
Clause of the United States Constitution impose an apportioned ad valorem tax on the property. Central
R. Co. v. Pennsylvania, 370 U.S. 607, 82 S.Ct. 1297, 8 L.Ed.2d (1962); New York Central & H. Railroad
Co. v. Miller, 202 U.S. 584, 26 S.Ct. 714, 50 L.Ed. 155 (1906); American Refrigerator Transit Company
v. State Tax Commission, 395 P.2d 127 (Or. 1964); Upper Missouri River Corporation v. Board of
Review, Woodbury County, 210 N.W.2d 828.

For tax years beginning on or after January 1, 1995, a corporation whose trade or business is carried
on partly within and partly without the state of Iowa or whose income is derived from sources partly
within and partly without the state may allocate and apportion its income within and without the state.
“Income from sources partly within and partly without the state” means income from real, tangible, or
intangible property located or having situses within and without the state.

This rule is intended to implement Iowa Code section 422.33(1) as amended by 1999 Iowa Acts,
chapter 151.

701—54.2(422) Allocation or apportionment of investment income.
54.2(1) Investment business income. The classification of investment income by the labels

customarily given them, such as interest, dividends, rents, and royalties, is of no aid in determining

https://www.legis.iowa.gov/docs/ico/section/422.33.pdf
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whether that income is business or nonbusiness income. Interest, dividends, rents, royalties, and other
investment income shall be apportioned as business income to the extent the income was earned
as a part of a corporation’s unitary business, a portion of which is conducted in Iowa. Mobil Oil
Corp. v. Commissioner of Taxes, 455 U.S. 425 (1980); ASARCO, Inc. v. Idaho State Tax Commission,
458 U.S. 307, 73 L.Ed.2d 787, 102 S.Ct. 3103 (1982); F. W. Woolworth Co. v. Taxation and Revenue
Dept., 458 U.S. 354, 73 L.Ed.2d 819, 102 S.Ct. 3128 (1982); Container Corporation of America
v. Franchise Tax Board, 463 U.S. 159,77 L.Ed.2d 545, 103 S.Ct. 2933 (1983). Whether investment
income is part of a corporation’s unitary business income depends upon the facts and circumstances
in the particular situation. The burden of proof is upon the taxpayer to show that the treatment of
investment income on the return as filed is proper. There is a rebuttable presumption that an affiliated
group of corporations in the same line of business have a unitary relationship, although that is not the
only element used in determining unitariness.

54.2(2) Inclusion in the apportionment factor.
a. Income which must be included. All investment business income described in subrule 54.2(3),

including capital gains or losses, shall be included in the computation of the denominator of the business
activity formula if the income is derived from intangible property that has become an integral part of
some business activity occurring regularly in or outside of Iowa. See 701—subrule 52.1(4).

b. Income included by election. All other investment business income, including capital gains
or losses, described in subrule 54.2(3) may at the taxpayer’s election be included in the computation
of the denominator of the business activity formula provided, however, that a taxpayer cannot elect to
exclude or include investment business income where the election would result in an understatement of
net income reasonably attributable to Iowa. A taxpayer cannot elect to include some investment business
income in and exclude other investment business income from the business activity formula. The election
applies to all investment business income of the taxpayer subject to the election.

(1) Written election. If the taxpayer has investment income which is deemed to be business income
under the provisions of this rule, a written election shall be made with the taxpayer’s income tax return in
the first year in which the taxpayer has such income. The election must state whether the taxpayer wishes
to include or exclude investment income which is deemed to be business income under the provisions
of this rule in the computation of the business activity formula. The election shall be signed by a duly
authorized officer of the corporation. The election is binding on all future tax years unless the taxpayer
is granted permission by the department to change the election. If the taxpayer fails to make a written
election, the fact that investment business income was or was not included in the computation of the
business activity formula shall be deemed to be the taxpayer’s election for all future tax years.

(2) Changing the election. If a taxpayer wishes to change the taxpayer’s election to include or
exclude investment business income in the taxpayer’s Iowa apportionment factor, the taxpayer must
request the department’s permission to change the election not less than 90 days prior to the due date of
the return for the tax year in which the taxpayer wishes the change to take effect. Permission to make
a change in this election shall only be granted if the department determines that the change will more
accurately reflect the net income reasonably attributable to Iowa.

54.2(3) Apportionment method by category of investment income. The computation of the business
activity formula associated with investment business income is as follows where the investment business
income is required to be included in the business activity formula or where an election for inclusion has
been made:

a. Interest income from accounts receivable. If an inclusion election is made, accounts receivable
interest income is included in the numerator of the business activity formula if the taxpayer receives
accounts receivable interest income from customers located in Iowa. Accounts receivable interest
income which cannot be segregated by geographical source shall be included in the numerator of the
business activity ratio applying the same ratio as gross receipts within Iowa bear to total gross receipts.

EXAMPLE: The taxpayer operates a multistate chain of gasoline service stations, selling for cash and
on credit. Interest is charged on credit sales, but the interest income cannot be segregated by geographical
source. During the tax year, the taxpayer had gross receipts within Iowa of $300,000, total gross receipts
everywhere of $1,000,000, and accounts receivable interest income everywhere of $10,000. $10,000
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would be included in the denominator of the business activity formula, and 30 percent of $10,000, or
$3,000, would be included in the numerator of the business activity formula.

b. Interest income other than accounts receivable. All other interest income determined to be
business income, except nontaxable interest income, shall be included in the numerator of the business
activity formula to the extent that the interest-bearing asset is an integral part of some business activity
occurring regularly in Iowa. If the interest-bearing asset is not an integral part of some business activity
occurring regularly in or outside of Iowa and if an election of inclusion is made, the interest therefrom
(except nontaxable interest income) shall be included in the numerator of the business activity formula
if the taxpayer’s commercial domicile is in Iowa.

EXAMPLE: The taxpayer earns interest income from loans to affiliated corporations, commercial
paper, bonds issued by multistate corporations, and federal income tax refunds. The interest income
is business income. None of these interest-bearing assets are an integral part of some business activity
occurring regularly within or without Iowa. Accordingly, the interest income produced by such assets is
subject to an election of inclusion in or exclusion from the business activity formula.

c. Dividend income. All dividend income (net of special deductions) determined to be business
income shall be included in the numerator of the business activity formula to the extent that the dividend
asset is an integral part of some business activity occurring regularly in Iowa. If the dividend asset is
not an integral part of some business activity occurring regularly in or outside of Iowa and if an election
of inclusion is made, the dividends shall be included in the numerator of the business activity formula if
the taxpayer’s commercial domicile is in Iowa.

EXAMPLE: The taxpayer earns dividend income from dividends payable from a mutual fund. The
dividend income is business income. The dividends are not an integral part of some business activity
occurring regularly within or without Iowa. Assume that the taxpayer had also earned interest income
which was business income and which was not an integral part of some business activity occurring
regularly within or without Iowa and that the taxpayer had included that interest income in the business
activity formula. Under these circumstances, the taxpayer must also include the dividend income in the
business activity formula. If no inclusion of investment business income had been made in the business
activity formula, the taxpayer would exclude the dividend income from the formula.

d. Rental income. If an inclusion election is made, all rental income determined to be business
income shall be included in the numerator of the business activity formula to the extent that property is
utilized in Iowa or in its entirety if the taxpayer’s commercial domicile is in Iowa and the taxpayer is
not taxable in the state in which the property is utilized. The extent of utilization of tangible personal
property in a state is determined by multiplying the rent by a fraction, the numerator of which is the
number of days of physical location of the property in the state during the rental period in the taxable
year and the denominator of which is the number of days of physical location of the property everywhere
during all rental periods in the taxable year. If the physical location of the property during the rental
period is unknown or not ascertainable by the taxpayer, tangible personal property is utilized in the state
in which the property was located at the time the rental payer obtained possession.

e. Royalty income and licensing fees. All royalty income and licensing fees from intangible
personal property determined to be business income shall be included in the numerator of the business
activity formula to the extent that the royalty or licensing asset is an integral part of some business
activity occurring regularly in Iowa. If the royalty or licensing asset is not an integral part of some
business activity occurring regularly in or outside of Iowa and if an election of inclusion is made, the
royalties or licensing fees shall be included in the numerator of the business activity formula if the
taxpayer’s commercial domicile is in Iowa.

EXAMPLE: A, a corporation with a commercial domicile outside of Iowa, derives royalties from a
trade name that is used by other corporations doing business in Iowa in their Iowa businesses. Since the
royalty asset is an integral part of an Iowa business activity, A must include the royalties associated with
Iowa business activity in the numerator of A’s business activity formula.

EXAMPLE: The taxpayer, a corporation with a commercial domicile in Iowa, derives license fees
from others who do business solely outside of Iowa. The license fees are business income. The license
fees are an integral part of some business activity carried on regularly by the others outside of Iowa. The



Ch 54, p.6 Revenue[701] IAC 7/29/20

taxpayer must include the license fees in the business activity formula. If the taxpayer also had other
license fees which were business income and which were not an integral part of some business activity
occurring regularly within or without Iowa, these other license fees would be subject to an election of
inclusion in or exclusion from the business activity formula.

If an inclusion election is made, all royalty income from tangible personal property or real property
determined to be business income shall be included in the numerator of the business activity formula if
the situs of the tangible personal property or real property is within Iowa.

f. Gains or losses. Gain or loss from the sale, exchange, or other disposition of real or tangible
or intangible personal property, if the property while owned by the taxpayer was operationally related
to the taxpayer’s trade or business carried on in Iowa, shall be apportioned by the business activity ratio
applicable to the return for the year the gain or loss is included in taxable income and shall be included
in the computation of the business activity ratio as follows:

(1) Gain or loss from the sale, exchange, or other disposition of real property shall be included in
the numerator if the property is located in this state and if an election of inclusion has been made.

(2) Gain or loss from the sale, exchange, or other disposition of tangible personal property shall
be included in the numerator if an election of inclusion has been made and if the property has a situs in
this state at the time of sale, or the taxpayer’s commercial domicile is in this state and the taxpayer is not
taxable in the state in which the property had a situs.

(3) Gain or loss from the sale, exchange, or other disposition of intangible personal property shall
be included in the numerator of the business activity formula to the extent that the intangible personal
property is an integral part of some business activity occurring regularly in Iowa in the tax year that
gain or loss is recognized. If the intangible personal property is not an integral part of some business
activity occurring regularly in or outside of Iowa in the tax year that gain or loss is recognized and if an
election of inclusion has been made, the gain or loss shall be included in the numerator if the taxpayer’s
commercial domicile is in this state.

EXAMPLE: The taxpayer carries on its trade or business within and without Iowa. The taxpayer has
patents which it licenses others to use in activities within and without Iowa. The patents are an integral
part of business activity occurring regularly within and without Iowa. The taxpayer receives royalty
income for the use of the patents. The taxpayer sells the patents and realizes a capital gain. The capital
gain from the sale of the patents cannot be segregated by geographical source. Assume that the taxpayer
is on a calendar tax year. Assume that the sale occurred on July 1. From January 1 to July 1, 5 percent
of the royalties were attributable to some business activity regularly occurring in Iowa. The taxpayer
should include 5 percent of the capital gain in the numerator of the business activity formula.

(4) All gain or loss shall be included in the denominator of the business activity ratio if an election
of inclusion has been made or if the gain or loss is required to be included in the business activity ratio.

Nonexclusive examples of gains or losses from the sale, exchange, or other disposition of real or
tangible or intangible property, which may not be included in the computation of the business activity
ratio, because to do so would result in an understatement of net income reasonably attributable to Iowa,
are the gain recognized under an election pursuant to Section 338 of the Internal Revenue Code and the
gain recognized under Section 631(a) of the Internal Revenue Code.

g. Othermiscellaneous income. All othermiscellaneous income determined to be business income
which is not subject to an election orwhich is the subject of a proper election of inclusion shall be included
in the computation of the business activity formula to the extent such income items do not represent a
recapture of expense. The miscellaneous income shall be included in the numerator of the business
activity formula if the income is from an Iowa source.

h. Other investment income. All other investment income shall be included in the numerator of
the business activity formula to the extent that the intangible personal property which produced that
income is an integral part of some business activity occurring regularly in Iowa. If the intangible personal
property is not part of some business activity occurring regularly in or outside of Iowa and if an election of
inclusion has beenmade, the other investment income shall be included in the numerator if the taxpayer’s
commercial domicile is in this state.
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i. Global intangible low tax income (GILTI). Rescinded by 2020 Iowa Acts, House File 2641,
section 79, effective June 29, 2020.

j. Activity ratio. Income which is not subject to Iowa tax shall not be included in the computation
of the business activity ratio.

54.2(4) Grossed-up foreign income. For purposes of administration of the Iowa corporation income
tax law, gross-up (Section 78 of the Internal Revenue Code) shall be considered to be nonbusiness
income, irrespective of the fact that the income creating the gross-up may be business income, and shall
be allocated to the situs of the income payor.

This rule is intended to implement Iowa Code sections 422.32(2) and 422.33(1).
[ARC 4955C, IAB 2/26/20, effective 4/1/20; see Rescission note at end of chapter]

701—54.3(422) Application of related expense to allocable interest, dividends, rents and
royalties—tax periods beginning on or after January 1, 1978. Rule 701—54.2(422) deals with the
separation of “net” income; therefore, determination and application of related expenses must be made,
as hereinafter directed, before allocation and apportionment within and without Iowa. Related expenses
shall mean those expenses directly related, including related federal income taxes. Allphin v. Joseph E.
Seagram & Sons, 204 S.W. 2d 515 (Ky. 1956). For tax periods beginning on or after January 1, 2000,
related expense includes both directly related expense and indirectly related interest expense. The
portion of interest expense indirectly related to allocable interest, other than interest from securities of
states and their political subdivisions, dividends, rents and royalties shall be determined by multiplying
the net amount of interest expense, after deducting interest directly related to an item of income, by
a ratio. The numerator of the ratio is the average value of investments which produce or are held
for the production of allocable interest, other than interest from securities of states and their political
subdivisions, dividends, rents and royalties. The denominator is the average value of all assets of the
taxpayer, less securities of states and their political subdivisions. (Hunt-Wesson, Inc. v. Franchise Tax
Board of California, No. 98-2043 (U.S. Sup. Ct., filed February 22, 2000)).

A “directly related expense” shall mean an expense which can be specifically attributed to an item of
income. Interest expense shall be considered directly related to a specific property which generates, has
generated, or could reasonably have been expected to generate gross income if the existence of all of the
facts and circumstances described below is established. Such facts and circumstances are as follows: (1)
the indebtedness on which the interest was paid was specifically incurred for the purpose of purchasing,
maintaining, or improving the specific property; (2) the proceeds of the borrowing were actually applied
to the specified purpose; (3) the creditor can look only to the specific property (or any lease or other
interest therein) as security for the loan; (4) it may be reasonably assumed that the return on or from
the property will be sufficient to fulfill the terms and conditions of the loan agreement with respect to
the amount and timing of payment of principal and interest; and (5) there are restrictions in the loan
agreement on the disposal or use of the property consistent with the assumptions described in (3) and (4)
above.

A deduction for interest may not be considered definitely related solely to specific property, even
though the above facts and circumstances are present in form, if any of such facts and circumstances are
not present in substance. Any expense directly or indirectly attributable to allocable interest, dividends,
rents and royalties shall be deducted from such income to arrive at net allocable income.

EXAMPLE (i): For purposes of this example, it is assumed that the taxpayer has nonbusiness rental
income. The taxpayer invests in a 20-story office building. Under the terms of the lease agreements,
the taxpayer provides heat, electricity, janitorial services and maintenance. The taxpayer also pays the
property taxes. Construction of the building was funded through borrowings which meet the criteria of
a direct expense under the provisions of this paragraph. The directly related expenses to the operation
of the property are:

https://www.legis.iowa.gov/docs/ico/section/422.32.pdf
https://www.legis.iowa.gov/docs/ico/section/422.33.pdf
https://www.legis.iowa.gov/docs/aco/arc/4955C.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.54.2.pdf


Ch 54, p.8 Revenue[701] IAC 7/29/20

Interest expense $1,200,000
Property taxes 500,000
Depreciation 500,000
Electricity 300,000
Heat 200,000
Insurance 150,000
Janitorial services 100,000
Repairs 50,000
Total expense $3,000,000

The directly related expense of the allocable nonbusiness rental income is $3,000,000.
EXAMPLE (ii): For purposes of this example, it is assumed that the taxpayer has nonbusiness income.

The taxpayer is a multistate manufacturer of processed foods. It has a nonbusiness investment portfolio
which is managed by an investment firm for a fee. The fee paid for the management of the portfolio
is a directly related expense to the dividends and interest income received. The fee is attributed to the
various types of income on the ratio that the various types of income bear to the total income produced.

EXAMPLE (iii): Same as example (ii), except that in addition to the investments described, the
taxpayer also has investments in oil properties. The depletion expense is a directly related expense to
the oil royalty income.

This rule is intended to implement Iowa Code section 422.33.

701—54.4(422) Net gains and losses from the sale of assets. For purposes of administration of this
rule, a capital gain or loss shall mean the sale price or value at the time of disposal of an asset less the
adjusted basis, whether reportable as short-term or long-term capital gain or ordinary income for federal
income tax purposes.

Nonbusiness gain or loss from the sale, exchange or other disposition of property if the property
while owned by the taxpayer was not operationally related to the taxpayer’s trade or business carried on
in Iowa shall be allocated as follows:

54.4(1) Gains or losses from the sale, exchange or other disposition of real property located in this
state are allocable to this state.

54.4(2) Gains and losses from the sale, exchange or other disposition of tangible personal property
are allocable to this state if:

a. The property had a situs in this state at the time of sale; or
b. The taxpayer’s commercial domicile is in this state and the taxpayer is not taxable in the state

in which the property had a situs.
54.4(3) Gains or losses from the sale, exchange or other disposition of intangible personal property

are allocable to this state if the taxpayer’s commercial domicile is in this state.
54.4(4) Gains or losses from the sale, exchange or other disposition of stock of another corporation,

if the activities of the other corporation were not operationally related to the taxpayer’s trade or business
carried on in Iowa while the stock was owned by the taxpayer, are allocable to this state if the taxpayer’s
commercial domicile is in this state.

This rule is intended to implement Iowa Code Supplement section 422.33(1).

701—54.5(422) Where income is derived from the manufacture or sale of tangible personal
property. The law specifically provides but one method for apportioning net income derived from the
manufacture or sale of tangible personal property. The part of such income attributable to business
within the state shall be that proportion which the gross sales made within the state bear to the total
gross sales.

https://www.legis.iowa.gov/docs/ico/section/422.33.pdf
https://www.legis.iowa.gov/docs/ico/section/422.33.pdf
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In determining the total net taxable income, the apportionable income attributable to this state, as
determined by use of the apportionment fraction, shall be added to the nonapportionable income allocable
to this state.

When a taxpayer is engaged in manufacturing and selling or purchasing and reselling goods or
products “gross sales” includes all gross receipts from the sales of such goods or products (or other
property of a kind which would properly be included in the inventory of the taxpayer if on hand at the
close of the tax period) held by the taxpayer primarily for sale to customers in the ordinary course of
its trade or business. “Gross receipts” for this purpose means gross sales, less returns and allowances.
Federal and state excise taxes shall be included as part of such receipts if such taxes are passed on to the
buyer or included as part of the selling price of the product.

54.5(1) Sales of tangible personal property are in this state if the property is delivered or shipped to
a purchaser within this state regardless of the f.o.b. point or other conditions of the sales.

54.5(2) Property shall be deemed to be delivered or shipped to a purchaser within this state if the
recipient is located in this state, even though the property is ordered from outside this state.

EXAMPLE: The taxpayer, with inventory in State A, sold $100,000 of its products to a purchaser
having branch stores in several states including this state. The order for the purchase was placed by
the purchaser’s central purchasing department located in State B. Twenty-five thousand dollars of the
purchase order was shipped directly to purchaser’s branch store in this state. The branch store in this
state is the “purchaser within this state” with respect to $25,000 of the taxpayer’s sales.

54.5(3) Property is delivered or shipped to a purchaser within this state if the shipment terminates
in this state, even though the property is subsequently transferred by the purchaser to another state.

EXAMPLE: The taxpayer makes a sale to a purchaser who maintains a central warehouse in this state
at which all merchandise purchases are received. The purchaser reships the goods to its branch stores in
other states for sale. All of the taxpayer’s products shipped to a purchaser’s warehouse in this state are
property “delivered or shipped to a purchaser within this state”.

54.5(4) The term “purchaser within this state” shall include the ultimate recipient of the property if
the taxpayer in this state, at the designation of the purchaser, delivers to or has the property shipped to
the ultimate recipient within this state.

EXAMPLE: A taxpayer in this state sold merchandise to a purchaser in State A. The taxpayer directed
the manufacturer or supplier of the merchandise in State B to ship the merchandise to the purchaser’s
customer in this state pursuant to purchaser’s instructions. The sale by the taxpayer is in this state.

54.5(5) When property being shipped by a seller from the state of origin to a consignee in another
state is diverted while en route to a purchaser in this state, the sales are in this state.

EXAMPLE: The taxpayer, a produce grower in State A, begins shipment of perishable produce to the
purchaser’s place of business in State B. While en route the produce is diverted to the purchaser’s place
of business in this state. The sale by the taxpayer is attributed to this state.

54.5(6) Deliveries for transportation outside the state. The taxpayer sells merchandise to a purchaser
outside this state, and the purchaser picks up the produce or makes arrangements to have the product
picked up at the taxpayer’s place of business in this state to be taken outside the state. The sale by the
taxpayer is a sale outside this state.

54.5(7) Dock or pickup sales. The taxpayer sells merchandise to a purchaser within this state,
and the purchaser picks up the product at the taxpayer’s place of business outside of this state. The
sale by the taxpayer is a sale in this state. Pabst Brewing Co. v. Wis. Dept. of Revenue, 387 N.W.2d
121 (Wis. App. 1986); Strickland v. Patcraft Mills, Inc., 302 S.E.2d 544 (Ga. 1983); Olympia Brewing
Company v. Commissioner of Revenue, 326 N.W.2d 642 (Minn. 1982); Department of Revenue v. Parker
Banana Company, 391 So. 2d 762 (Fla. App. 1980); Department of Revenue v. U.S. Sugar Corporation,
388 So. 2d 596 (Fla. App. 1980). This subrule is effective for tax years beginning on or after January
1, 1989.

This rule is intended to implement Iowa Code section 422.33.

701—54.6(422) Apportionment of income derived from business other than the manufacture or
sale of tangible personal property. Income derived from business other than the manufacture or sale

https://www.legis.iowa.gov/docs/ico/section/422.33.pdf
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of tangible personal property shall be attributed to Iowa in the proportion which the Iowa gross receipts
bear to the total gross receipts. Gross receipts are includable in the numerator of the apportionment factor
in the proportion which the recipient of the service receives benefit of the service in this state.

54.6(1) Services other than those set forth in subrules 54.6(3) to 54.6(5) and rule 701—54.7(422).
With respect to a specific contract or item of income, all gross receipts from the performance of services
are includable in the numerator of the apportionment factor if the recipient of the service receives all
of the benefit of the service in Iowa. If the recipient of the service receives some of the benefit of the
service in Iowa with respect to a specific contract or item of income, the gross receipts are includable in
the numerator of the apportionment factor in proportion to the extent the recipient receives benefit of the
service in Iowa.

The following are noninclusive examples of the application of this subrule.
a. A real estate development firm from State A is developing a tract of land in Iowa. The real

estate development firm from State A engages a surveying company from State B to survey the tract of
land in Iowa. The survey work is completed and the plats are drawn in Iowa. The gross receipts from this
survey work are attributable to Iowa and included in the numerator of the apportionment factor because
the recipient of the service received all of the benefits of the service in Iowa.

b. A corporation headquartered in State Y is building an office complex in Iowa. The corporation
from State Y contracts with an engineering firm from State X to oversee construction of the buildings on
the site. The engineering firm performs some of their service in Iowa at the building site and also some
of their service in State X. The gross receipts from the engineering service are attributable to Iowa and
included in the numerator of the apportionment factor because the recipient of the service received all
of the benefit of the service in Iowa.

c. A corporation from State A contracts with a computer software company from State D to
develop and install a custom software application in a business office in Iowa of the company from
State A. The software firm does consulting work on the project in State A and in Iowa. The software
development is done in State D and in Iowa. The software package is delivered to the corporation from
State A in Iowa. The gross receipts from the software development are attributable to Iowa and included
in the numerator of the apportionment factor because the recipient of the service received all of the benefit
of the service in Iowa.

d. A corporation located in Iowa performs direct mail activities for a customer located in State
X. The direct mail activities include the preparation and mailing of materials to households located
throughout the United States. The corporation located in Iowa performed some activities related to the
direct mail contract in State X. One percent of the direct mailings went to addresses within Iowa. One
percent of the gross receipts related to this direct mail contract are attributable to Iowa and included in
the numerator of the apportionment factor because the recipient of the service received the 1 percent of
the benefit of the service in Iowa.

e. A corporation located in State A performs direct mail activities for a customer located in State
X. The corporation has nexus with Iowa due to other activities of the unitary business. The direct
mail activities include the preparation and mailing of materials to households throughout the United
States. The corporation located in State A printed and mailed the direct mail materials to households
on a mailing list prepared by the direct mailing company in State A. Five percent of the direct mailings
went to addresses within Iowa. Five percent of the gross receipts related to this direct mail contract are
attributable to Iowa and included in the numerator of the apportionment factor.

f. A company which owns apartments in Iowa and State A contracts with a pest control
corporation for pest control activities. One contract is entered into which covers 100 apartment units in
Iowa and 400 apartment units in State A. Twenty percent (100/500) of the gross receipts from the pest
control contract are attributable to Iowa and are included in the numerator of the apportionment factor
as 20 percent of the apartment units are located in Iowa and in the absence of more accurate records, it
is presumed that the number of apartment units is the best measure of the extent the recipient of the
service received benefit of the service in Iowa.

If a taxpayer does not believe that the method of apportionment set forth in this subrule reasonably
attributes income to business activities within Iowa, the taxpayer may request the use of an alternative

https://www.legis.iowa.gov/docs/iac/rule/701.54.6.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.54.6.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.54.7.pdf
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method of apportionment. The request must be filed at least 60 days before the due date of the return,
considering any extensions of time to file, in which the taxpayer wishes to use an alternative method
of apportionment. The request should be filed with Taxpayer Services and Policy Division, P.O. Box
10457, Des Moines, Iowa 50306-0457. The taxpayer must set forth in detail the extent of the taxpayer’s
business operations within and without the state, along with the reasons why the apportionment method
set forth in this subrule is inappropriate. In addition, the taxpayer must set forth a proposed method of
apportionment and the reasons why the proposed method of apportionment more reasonably attributes
income to business activities in Iowa.

If the department agrees that the proposed method of apportionment more reasonably attributes
income to business activities in Iowa, the taxpayer may continue to use the proposed method of
apportionment until the taxpayer’s factual situation changes or the department prospectively informs
the taxpayer that the method of apportionment may no longer be used.

If the taxpayer’s factual situation changes and under the new factual situation the taxpayer still
believes that the method of apportionment set forth in this subrule still is not appropriate, then the
taxpayer must submit a new request for the use of an alternative method of apportionment.

If the taxpayer disagrees with the determination of the department, the taxpayer may file a protest
within 60 days of the date of the letter setting forth the department’s determination and the reasons
therefor in accordance with rule 701—7.8(17A). The department’s determination letter shall set forth
the taxpayer’s rights to protest the department’s determination.

54.6(2) If the business activity consists of providing services, such as the operation of an advertising
agency, or the performance of equipment service contracts, research and development contracts, “sales”
includes the gross receipts from the performance of such services including fees, commission, and similar
items.

In the case of cost plus fixed fee contracts, such as the operation of a government-owned plant for a
fee, gross receipts include the entire reimbursed cost, plus the fee.

54.6(3) Business income of a financial organization, excepting a financial institution exempted from
the corporation income tax under Iowa Code section 422.34(1) attributable to Iowa shall be:

a. In the case of taxable income of a taxpayer whose income-producing activities are confined
solely to this state, the entire net income of such taxpayer.

b. In the case of taxable income of a taxpayer who conducts income-producing activities as a
financial organization partially within and partially without this state, that portion of its net income as
its gross business in this state is to its gross business everywhere during the period covered by its return,
which portion shall be determined as the sum of:

(1) Fees, commission or other compensation for financial services rendered for a customer located
in this state or an account maintained within this state;

(2) Gross profits from trading in stocks, bonds or other securities rendered for a customer located
within this state;

(3) Interest income from a loan on real property located in this state. Interest and other receipts
from assets in the nature of loans and installment obligations if the borrower is located within this state.
Other fees and other miscellaneous earnings if connected with loans to borrowers within this state;

(4) Interest charged to customers within this state or to accounts maintained within this state for
carrying debit balances of margin accounts, without deduction of any costs incurred in carrying such
accounts;

(5) Interest, lease payments, or other receipts from financing leases, installment sales contracts,
leases or other financing instruments received from customers within this state; and

(6) Any other gross income resulting from the operation as a financial organization within this state.
A “financial organization” means any finance company or investment company doing business

in Iowa. A finance company includes any consumer finance company, sales finance company, or
commercial finance company making loans to individuals and businesses. An investment company
includes a company primarily engaged in the business of investing, reinvesting, owning, holding or
trading in securities.

https://www.legis.iowa.gov/docs/iac/rule/701.7.8.pdf
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54.6(4) Net business income of construction contractors shall be attributed to Iowa in the proportion
which Iowa gross receipts bear to total gross receipts. Iowa gross receipts are those gross receipts from
contracts performed in Iowa.

54.6(5) A corporation’s distributive share of net income or loss from a joint venture, limited liability
company, or partnership is subject to apportionment within and without the state. If the income of the
partnership, limited liability company, or joint venture is received in connection with the taxpayer’s
regular trade or business operations, the partnership, limited liability company, or joint venture income
shall be apportioned within and without Iowa on the basis of the taxpayer’s business activity ratio. The
corporation’s distributive share of the gross receipts of the partnership, limited liability company, or
joint venture shall be included in the computation of the business activity ratio in accordance with the
provisions of this chapter.

EXAMPLE 1: A, a corporation with a commercial domicile in State X, is engaged in business
within and without Iowa whereby A sells tangible personal property. A also has an interest in a
limited partnership whose business is conducted within and without Iowa. Five percent of the limited
partnership’s gross receipts are derived from the sale of tangible personal property to Iowa purchasers
and 95 percent are derived from sales and deliveries to purchasers outside of Iowa. A will include 5
percent of its distributive share of the gross receipts of the partnership in the numerator along with
A’s destination Iowa sales in calculating its business activity ratio. A will include 100 percent of its
distributive share of the gross receipts in the denominator along with A’s total sales in calculating its
business activity ratio.

EXAMPLE 2: B, a corporation with a commercial domicile in State X, has no physical presence in
the state of Iowa. B’s only contact with Iowa is B’s interest in a limited partnership whose business is
conducted within and without Iowa. Ten percent of the limited partnership’s gross receipts are derived
from the sale of tangible personal property to Iowa purchasers and 90 percent are derived from sales
and deliveries to purchasers outside of Iowa. B will include 10 percent of its distributive share of the
gross receipts of the partnership in the numerator in calculating its business activity ratio. B will include
100 percent of its distributive share of the gross receipts in the denominator along with B’s total sales in
calculating its business activity ratio.

54.6(6) Gross receipts from rent or royalties or other fees received for the use of real property are
attributable to this state if the real property is located in this state.

Gross receipts from rent, royalties, license fees, or other fees received for the use of tangible
personal property are attributable to this state to the extent that the property is utilized in this state. The
extent of utilization of tangible personal property in this state is determined by multiplying the rents,
royalties, license fees or other fees by a fraction, the numerator of which is number of days or other
measure of physical location of the property in the state during the rental period in the taxable year and
the denominator of which is the number of days or other measure of physical location of the property
everywhere during all rental periods in the taxable year. If the physical location of property during the
rental period is unknown or not ascertainable by the taxpayer, tangible personal property is utilized in
the state in which the property was located at the time the rental payer obtained possession.

An example of another measure of physical location of property is where a lessee of transportation
equipment is required to report to the lessor miles traveled by state.

a. A lessee takes possession of a rental car in this state. Six days later after driving 1,500 miles,
the rental car is returned to the lessor in this state. Absent evidence to the contrary, the rental receipts
are attributable to this state.

b. A lessee takes possession of a rental car in this state. Six days later after driving 1,500 miles,
the rental car is returned to the lessor in an adjacent state. Absent evidence to the contrary, it is assumed
that 50 percent of the rental receipts are attributable to this state.

c. A lessee takes possession of a rental semi-truck in another state. The lessee is required to
maintain mileage records by state for purposes of special fuel tax. The lessee provides copies of these
records to the lessor. The lessor must use these records to determine the portion of the rental receipts
that are attributable to this state.
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54.6(7) Allocation and apportionment of out-of-state business due to state-declared disaster. On or
after January 1, 2016, see 701—Chapter 242 for allocation and apportionment of income derived from an
out-of-state business that enters Iowa to perform disaster and emergency-related work during a disaster
response period as those terms are defined in Iowa Code section 29C.24.

This rule is intended to implement Iowa Code Supplement section 422.33(1).
[ARC 7761B, IAB 5/6/09, effective 6/10/09; ARC 0251C, IAB 8/8/12, effective 9/12/12; ARC 3085C, IAB 5/24/17, effective 6/28/17]

701—54.7(422) Apportionment of income of transportation, communications, and certain public
utilities corporations. Net income of these corporations, other than interest, dividends, rents and
royalties, which is not specifically allocated by 54.2(422) and 54.6(422) shall be apportioned as follows:

54.7(1) Railroads shall determine their Iowa proportion of gross receipts or gross revenue from
railroad operations by the following methodology:

a. Freight revenue. Freight revenue within and without Iowa shall be determined for each
individual freight movement by taking the proportion of car and locomotive miles traveled in Iowa to
total car and locomotive miles traveled within and without Iowa for the individual freight movement
and applying such individual percentage to the gross receipts derived from the individual freight
movement. Empty mileage that does not produce gross receipts shall not be used.

b. Passenger revenue. Passenger revenue within and without Iowa shall be determined by use of
the same principles applicable to freight revenue.

c. Switching revenue. Unless the switching revenue is accounted for in the freight revenue or
passenger revenue categories, it shall be determined in accordance with subrule 54.6(1).

d. Miscellaneous revenue. Nonexclusive examples of miscellaneous revenues include demurrage
revenue, station services revenue, storage revenue, railway property rental, joint facility revenue, and
amounts received from government authorities. These revenues shall be attributed to the state in which
they were earned.

e. All of the above classes of revenues shall be aggregated and combined with other gross
receipts or gross revenues from sources within Iowa to compose the numerator. The denominator shall
be computed in accordance with 701—subrule 54.2(2).

54.7(2) Airline, truck and bus line companies, water transportation companies, freight car and
equipment companies shall determine their Iowa proportion of gross receipts or gross revenues derived
from transportation operations by taking the proportion of mileage traveled in Iowa to the total mileage
traveled within and without the state.

54.7(3) Oil, gasoline, gas and other pipeline companies shall determine the proportion of
transportation revenue derived from interstate business that is attributable to Iowa by the proportion of
Iowa traffic units to total traffic units. The “traffic unit” of an oil pipeline is defined as the transportation
of one barrel of oil for a distance of one mile; the “traffic unit” of a gasoline pipeline is defined to be the
transportation of one barrel of gasoline for a distance of one mile; and a “traffic unit” of a gas pipeline is
defined to be the transportation of 1,000 cubic feet or one dekatherm of natural or casinghead gas for a
distance of one mile. The taxpayer may use either 1,000 cubic feet or one dekatherm as a “traffic unit”
as long as the numerator and denominator are computed on the same basis. Any other pipeline company
will use the definition of the “traffic unit” which would most nearly describe the substance transported.

54.7(4) Telecommunications companies shall determine the Iowa proportion of gross receipts or
gross revenues from telecommunication operations by the following methodology:

a. Gross receipts or gross revenues from local service in this state are attributable to this state.
b. Gross receipts or gross revenues from toll services originating and terminating in this state are

attributable to this state.
c. Gross receipts or gross revenues from interstate toll services originating in this state and charged

to an Iowa service address are attributable to this state.
d. Gross receipts or gross revenues from interstate toll services terminating in this state and

charged to an Iowa service address are attributable to this state.
e. Gross receipts or gross revenues from the sale of phone cards in this state are attributable to

this state.

https://www.legis.iowa.gov/docs/ico/chapter/2017/242.pdf
https://www.legis.iowa.gov/docs/ico/section/2017/29C.24.pdf
https://www.legis.iowa.gov/docs/ico/section/422.33.pdf
https://www.legis.iowa.gov/docs/aco/arc/7761B.pdf
https://www.legis.iowa.gov/docs/aco/arc/0251C.pdf
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f. Gross receipts or gross revenues from the sale of telecommunication services to resellers
of telecommunication services for telecommunication services used for local service in this state are
attributable to this state.

g. Gross receipts or gross revenues from the sale of telecommunication services to resellers
of telecommunication services for telecommunication services used for toll services originating and
terminating in this state are attributable to this state.

h. Gross receipts or gross revenues from the sale of telecommunication services to resellers of
telecommunication services for telecommunication services used for interstate toll services originating
in this state are attributable to this state.

i. Gross receipts or gross revenues from Internet access originating in this state and charged to an
Iowa service address are attributable to this state.

j. Gross receipts or gross revenues from cellular phone services originating in this state and
charged to an Iowa service address are attributable to this state.

k. Gross receipts or gross revenues from personal communication services originating in this state
and charged to an Iowa service address are attributable to this state.

l. Gross receipts or gross revenues from paging services originating in this state and charged to
an Iowa service address are attributable to this state.

m. Services originating in this state and charged to an Iowa service address are attributable to this
state.

n. Gross receipts from cable television, satellite television, and community antenna television
services, including gross receipts from providing Internet access, charged to an Iowa service address are
attributable to this state.

o. Any other gross receipts or gross revenues from fees, access charges, toll services or other
charges for communication services charged to an Iowa service address are attributable to this state. See
Goldberg v. Sweet, 488 U.S. 252, 102 L.Ed. 2d 607, 109 S.Ct. 582 (1989).

p. All of the above classes of revenues shall be aggregated and combined with other gross
receipts or gross revenues from sources within Iowa to compose the numerator. The denominator shall
be computed in accordance with 701—subrule 54.2(2).

q. “Telecommunications” is an electronic mode of transmitting data, information, and audio
and video signals and includes but is not limited to both one-way and two-way signals using land-line
phones, cellular phones, paging devices, satellites, and microwave systems. Telecommunications is a
medium or mode of delivery, not the actual content of the information transmitted over the medium.
Telecommunications does not include broadcast radio and television. See subrule 54.7(5).

r. The term “telecommunication companies” includes but is not limited to: telephone companies;
resellers of telephone services; cellular phone companies; personal communication service providers;
paging service providers; radio communication providers; Internet access providers; cable television,
satellite television, community antenna television companies; and other companies of a similar type.

If a taxpayer feels that the allocation and apportionment method as prescribed by Iowa Code
subsection 422.33(2) and in this subrule, in the taxpayer’s case, results in an injustice, the taxpayer
may petition the department for permission to determine the taxable net income, both allocable and
apportionable, to this state on some other basis. See rule 701—54.9(422).

54.7(5) Radio and television companies doing business within and without Iowa shall determine
their Iowa proportion of gross receipts or gross revenues derived from broadcasting operations by
taking the proportion of the Iowa population served by broadcasting to the total population served
by broadcasting. The population served by broadcasting shall be determined by a recognized market
survey such as Arbitron. As used in this rule the term “population served by broadcasting” includes
all of the residents of the broadcasting area, whether or not these residents individually elect to receive
the broadcasts.

EXAMPLE: A television company has its studio and transmitter in state A. The activities of the
employees and corporate officers of the television company in Iowa include solicitation of advertising,
covering special news events and covering athletic events. The broadcast signal also reaches state
B but the television company does not conduct any activities in state B. The population served by

https://www.legis.iowa.gov/docs/iac/rule/701.54.2.pdf
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broadcasting is as follows: 100,000 in Iowa, 100,000 in state A, and 50,000 in state B for a total
population served by broadcasting of 250,000. The television company’s apportionment factor would
be computed as follows: The numerator would be the Iowa population served by broadcasting and the
denominator would be the total population served by broadcasting (100,000 ÷ 250,000 = 40%).

Subrule 54.7(5) is effective for tax years beginning on or after January 1, 1988.
54.7(6) Corporations in the business of publishing, selling, licensing, or distributing newspapers,

magazines, periodicals, trade journals, or other printed material, or which publish, sell, license or
distribute in a filmed or microfilmed image, or in an electronic media, an electronic virtual storage
system or broadcasts any of the above items which have been traditionally disseminated in a printed
format shall determine the Iowa portion of gross receipts by the following methodology:

a. Gross receipts from the sale of tangible personal property including printedmaterials, electronic
storage media, fees for use of an electronic virtual storage system or fees to receive a broadcast delivered,
shipped or broadcast to a purchaser or a subscriber in this state.

b. Gross receipts from advertising shall be attributed to Iowa as determined by the taxpayer’s
circulation factor during the tax period. The circulation factor shall be determined for each individual
publication of the taxpayer containing advertising and shall be equal to the ratio that the taxpayer’s Iowa
circulation to purchasers and subscribers of its printed material, electronic storage media, electronic
virtual storage system or broadcasts containing advertising bears to its total circulation to purchasers
and subscribers everywhere.

The circulation factor for an individual publication shall be determined by reference to the rating
statistics as reflected in such sources as the Audit Bureau of Circulations or other comparable sources,
provided that the source selected is consistently used from year to year for such purpose. If none of the
foregoing sources are available, or, if available, none is in a form or content sufficient for such purposes,
then the circulation factor shall be determined from the taxpayer’s books and records.

c. When specific items of advertisement can be shown, upon clear and convincing evidence, to
have been distributed solely to a limited regional or local geographic area of which this state is a part,
the taxpayer may petition, or the director may require, that all or a portion of such receipts be attributed
to this state on the basis of a regional or local geographic area circulation factor and not upon the basis
of the circulation factor provided by “b” above.

Such attribution shall be based on the ratio that the taxpayer’s circulation to purchasers and
subscribers located in this state bears to its total circulation to purchasers and subscribers located within
such regional or local geographic area. This alternative attribution method shall be permitted only on
the condition that such receipts are not double counted or otherwise included in the numerator of any
other state.

54.7(7) Utility companies shall determine their Iowa gross receipts or gross revenues from
transporting natural or casinghead gas for others that is attributable to Iowa by the proportion of Iowa
traffic units to total traffic units. The “traffic unit” is defined to be the transportation of 1,000 cubic feet
or one dekatherm of natural or casinghead gas for a distance of one mile. Where the transportation is
less than one mile, the taxpayer must accumulate the fractions of one mile into one-mile increments for
purposes of computing “traffic units.” The taxpayer may use either 1,000 cubic feet or one dekatherm
as a “traffic unit” as long as the numerator and denominator are computed on the same basis.

If a taxpayer feels that the allocation and apportionment method as prescribed by Iowa Code
subsection 422.33(2) and in this subrule, in the taxpayer’s case, results in an injustice, the taxpayer
may petition the department for permission to determine the taxable net income, both allocable and
apportionable, to this state on some other basis. See rule 701—54.9(422).

54.7(8) Utility companies shall determine their Iowa gross receipts or gross revenues from
transporting electricity for others that is attributable to Iowa by the proportion of Iowa traffic units
to total traffic units. The “traffic unit” is defined to be the transportation of 1,000 kilowatt-hours of
electricity for a distance of one mile. Where the transportation is less than one mile, the taxpayer must
accumulate the fractions of one mile into one-mile increments for purposes of computing “traffic units.”

If a taxpayer feels that the allocation and apportionment method as prescribed by Iowa Code
subsection 422.33(2) and in this subrule, in the taxpayer’s case, results in an injustice, the taxpayer
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may petition the department for permission to determine the taxable net income, both allocable and
apportionable, to this state on some other basis. See rule 701—54.9(422).

This rule is intended to implement Iowa Code section 422.33.

701—54.8(422) Apportionment of income derived from more than one business activity carried
on within a single corporate structure. Net income from corporations where more than one business
activity is conducted within a single unitary corporate structure shall be apportioned by combining gross
receipts or gross revenues of each business activity in the business activity ratio. Where necessary,
formulas authorized by the department’s rules or statute shall be used to ascertain the gross receipts from
such business activities.

EXAMPLE: The taxpayer is engaged in the business of both manufacture of tangible personal property
and trucking. During the tax year, the taxpayer received $1,000,000 in gross receipts, $400,000 of which
was from its manufacturing operations and $600,000 of which was from its trucking operations. In
its trucking operations, the taxpayer traveled 100,000 miles in Iowa and 400,000 everywhere, and in
its manufacturing operations, $300,000 of sales were attributable to this state. The numerator of the
business activity ratio would be $450,000, which includes $300,000 from manufacturing operations and
$150,000 (100,000/400,000 × 600,000 = 150,000) from trucking operations. See subrule 54.7(2). The
denominator of the business activity ratio would be $1,000,000.

This rule is intended to implement Iowa Code section 422.33.

701—54.9(422) Allocation and apportionment of income in special cases. If a taxpayer feels that the
allocation and apportionmentmethod as prescribed by IowaCode subsection 422.33(2), or 701—Chapter
54, in the taxpayer’s case results in an injustice, the taxpayer may petition the department for permission
to determine the taxable net income, both allocable and apportionable, to the state on some other basis.

The taxpayer must first file the return as prescribed by Iowa Code subsection 422.33(2), and pay
the tax shown due thereon. If a change to some other method is desired, a statement of objections and
schedules detailing such alternative method shall be submitted to the department. The department shall
require detail and proof within such time as the department may reasonably prescribe. In addition,
the alternative method of allocation and apportionment will not be allowed where the taxpayer fails to
produce, upon request of the department, any information the department deems necessary to analyze
the request for an alternative method of allocation and apportionment. Such petition must be in writing
and shall set forth in detail the facts upon which the petition is based. The burden of proof will be
on the taxpayer as to the validity of the method and its results. The mere fact that an alternative
method of apportionment or allocation produces a lesser amount of income attributable to Iowa is, per
se, insufficient proof that the statutory method of allocation and apportionment is invalid. Moorman
Manufacturing Company v. Bair, 437 U.S. 267, 57 L.Ed.2d 197(1978). In essence, a comparison of
the statutory method of apportionment with another formulary apportionment method is insufficient to
prove that the taxpayer would be entitled to the alternative formulary apportionment method. Moorman
Manufacturing Company v. Bair, supra.

One of the possible alternative methods of allocation and apportionment is separate accounting
provided the taxpayer’s activities in Iowa are not unitary with the taxpayer’s activities outside Iowa.
Any corporation deriving income from business operations partly within and partly without Iowa must
determine that net business income attributable to this state by the prescribed formula for apportioning
net income, unless the taxpayer proved by clear and cogent evidence that the statutory formula apportions
income to Iowa out of all reasonable proportion to the business transacted within Iowa. Moorman
Manufacturing Company v. Bair, supra.

The burden of proof that the statutory method of apportionment attributes to Iowa income out of
all reasonable proportion to the business transacted within Iowa is on the taxpayer. In order to utilize
separate accounting, the taxpayer’s books and records must be kept in a manner that accurately depicts
the exact geographical source of profits. In any petition to utilize separate accounting, the taxpayer
must submit schedules which accurately depict net income by division or product line and the amount
of income earned within Iowa.
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Separate accounting is not allowable for a unitary business where the separate accounting
method fails to consider factors of profitability resulting from functional integration, centralization of
management, and economics of scale. Shell Oil Company v. Iowa Department of Revenue, 414 N.W.2d
113 (Iowa 1987).

There are alternative methods of separate accounting utilizing different accounting principles. A
mere showing that one separate accounting method produces a result substantially different than the
statutory method of apportionment is not sufficient to justify the granting of the separate accounting
method shown. The taxpayer must not only show that the separate accounting method advocated by
the taxpayer in comparison with the statutory method of apportionment produces a result which, if the
statutory method of apportionment were used, would be out of all reasonable proportion to the business
transacted within Iowa. The taxpayer must also show that all other conceivable reasonable separate
accounting methods would show, when compared with the statutory method of apportionment, that the
statutory method of apportionment substantially produces a distorted result.

As used in this rule “statutory method of apportionment” means the Iowa single sales factor formula
set forth in Iowa Code section 422.33, subsection 2, paragraph “b,” and the apportionment methods set
forth in 701—Chapter 54.

All requests to use an alternative method of allocation and apportionment submitted to the
department will be considered by the compliance division if the request is the result of an audit or by
the taxpayer services and policy division if the request is received prior to audit. If the department
concludes that the statutory method of allocation and apportionment is, in fact, both inapplicable and
inequitable, the department shall prescribe a special method. The special method of allocation and
apportionment prescribed by the department may be that requested by the taxpayer or some other
method of allocation and apportionment which the department deems to equitably attribute income to
business activities carried on within Iowa.

If the taxpayer disagrees with the determination of the department, the taxpayer may file a protest
within 60 days of the date of the letter setting forth the department’s determination and the reasons
therefor in accordance with rule 701—7.8(17A). The department’s determination letter shall set forth
the taxpayer’s rights to protest the department’s determination.

If no protest is filed within the 60-day period, then no hearing will be granted on the department’s
determination under this rule. However, this does not preclude the taxpayer from subsequently raising
this question in the event that the taxpayer protests an assessment or denial of a timely refund claim, but
this issue will only be dealt with for the years involved in the assessment or timely refund claim.

The use of an alternative method of allocation and apportionment would only be applicable to the
years under consideration at the time the special method of allocation and apportionment is prescribed.
The taxpayer’s continued use of a prescribed method of allocation and apportionment will be subject to
review and change within the statutory or legally extended period(s).

If there is a material change in the business operations or accounting procedures from those in
existence at the time the taxpayer was permitted to determine the net income earned within Iowa by
an alternative method of allocation and apportionment, the taxpayer shall apprise the department of such
changes prior to filing its return for the current year. After reviewing the information submitted, along
with any other information the department deems necessary, the department will notify the taxpayer if
the alternative method of allocation and apportionment is deemed applicable.

This rule is intended to implement Iowa Code section 422.33.
[ARC 7761B, IAB 5/6/09, effective 6/10/09; ARC 0251C, IAB 8/8/12, effective 9/12/12]
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[Filed 2/14/02, Notice 1/9/02—published 3/6/02, effective 4/10/02]

[Filed 1/30/04, Notice 12/24/03—published 2/18/04, effective 3/24/04]
[Filed 7/28/06, Notice 6/21/06—published 8/16/06, effective 9/20/06]

[Filed ARC 7761B (Notice ARC 7632B, IAB 3/11/09), IAB 5/6/09, effective 6/10/09]
[Filed ARC 0251C (Notice ARC 0145C, IAB 5/30/12), IAB 8/8/12, effective 9/12/12]
[Filed ARC 3085C (Notice ARC 2942C, IAB 2/15/17), IAB 5/24/17, effective 6/28/17]
[Filed ARC 4955C (Notice ARC 4843C, IAB 1/1/20), IAB 2/26/20, effective 4/1/20]

[Rescinded paragraph editorially removed, IAC Supplement 7/29/20]1

◊ Two or more ARCs
1 Paragraph 54.2(3)“i” rescinded by 2020 Iowa Acts, House File 2641, section 79, effective June 29, 2020.
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CHAPTER 59
DETERMINATION OF NET INCOME

[Prior to 12/17/86, Revenue Department[730]]

701—59.1(422) Computation of net income for financial institutions. “Net income” for state
purposes shall mean federal taxable income, before deduction for net operating losses, as properly
computed under the Internal Revenue Code, and shall include the adjustments in rules 701—59.2(422) to
701—59.13(422). The remaining provisions of this rule and rules 701—59.14(422) to 701—59.24(422)
shall also be applicable in determining net income.

In the case of a financial institution which is a member of an affiliated group of corporations filing a
consolidated income tax return for the taxable year for federal income tax purposes, but files a separate
return for state purposes, taxable income as properly computed for federal purposes is determined as if
the financial institution had filed a separate return for federal income tax purposes for the taxable year
and each preceding taxable year for which it was a member of an affiliated group. For purposes of this
paragraph, the taxpayer’s separate taxable income shall be determined as if the election provided by
Section 243(b)(2) of the Internal Revenue Code had been in effect for all those years.

When a federal short period return is filed and the federal taxable income is required to be adjusted
to an annual basis, the Iowa taxable income shall also be adjusted to an annual basis. The tax liability
for a short period is computed by multiplying the taxable income for the short period by 12 and dividing
the result by the number of months in the short period. The tax is determined on the resulting total as
if it were the taxable income, and the tax computed is divided by 12 and multiplied by the number of
months in the short period. This adjustment shall apply only to income attributable to business carried
on within the state of Iowa.

This rule is intended to implement Iowa Code section 422.35.

701—59.2(422) Net operating loss carrybacks and carryovers. Net operating losses shall be allowed
or allowable for Iowa franchise tax purposes to the same extent they are allowed or allowable for federal
corporation income tax purposes, provided the following adjustments are made:

59.2(1) Additions to income.
a. Refunds of federal income taxes due to net operating loss, capital loss and investment credit or

other credit carrybacks shall not be added for tax years beginning on or after January 1, 1980.
b. Iowa franchise tax deducted on the federal return for the loss year shall be reflected as an

addition to income in the year of the loss.
c. Interest and dividends received in the year of the loss on federally tax-exempt securities shall

be reflected as additions to income in the year of the loss.
59.2(2) Reductions of income. Iowa franchise tax refunds reported as income for federal income tax

purposes in the loss year shall be reflected as reductions of income in the year of the loss.
59.2(3) If a financial institution does business both within and without Iowa, it shall make

adjustments reflecting the apportionment and allocation of its operating loss on the basis of business
done within and without the state of Iowa after completing the provisions of subrules 59.2(1) and
59.2(2).

a. After making the adjustments to federal taxable income as provided in subrules 59.2(1) and
59.2(2), the total net allocable income or loss shall be added to or deducted from, as the case may
be, the net federal income or loss as adjusted for Iowa tax purposes. The resulting income or loss so
determined shall be subject to apportionment as provided in rules 701—59.25(422) to 701—59.29(422).
The apportioned income or loss shall be added or deducted, as the case may be, to the amount of net
allocable income or loss properly attributable to Iowa. This amount is the taxable income or net operating
loss attributable to Iowa for that year.

b. The net operating loss attributable to Iowa, as determined in rule 701—59.2(422), shall be
subject to a 3-year carryback and a 15-year carryover provision for tax years beginning before August 6,
1997. This loss shall be carried back or over to the applicable year as a reduction or part of a reduction
of the net income attributable to Iowa for that year. However, an Iowa net operating loss shall not be

https://www.legis.iowa.gov/docs/iac/rule/701.59.2.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.13.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.14.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.24.pdf
https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.2.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.2.pdf
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carried back to a year in which the taxpayer was not doing business in Iowa. If the election under Section
172(b)(3) of the Internal Revenue Code is made, the Iowa net operating loss shall be carried forward 15
taxable years. A copy of the federal election made under Section 172(b)(3) of the Internal Revenue Code
must be attached to the Iowa corporation income tax return filed with the department.

c. For tax years beginning after August 5, 1997, but before January 1, 2009, a net operating loss
attributable to Iowa, as determined in rule 701—59.2(422), incurred in a presidentially declared disaster
area by a corporation engaged in a small business or in the trade or business of farming must be carried
back 3 taxable years and carried forward 20 taxable years. All other net operating losses attributable to
Iowa must be carried back 2 taxable years and carried forward 20 taxable years. This loss shall be carried
back or over to the applicable year as a reduction or part of a reduction of the net income attributable
to Iowa for that year. However, an Iowa net operating loss shall not be carried back to a year in which
the taxpayer was not doing business in Iowa. If the election under Section 172(b)(3) of the Internal
Revenue Code is made, the Iowa net operating loss shall be carried forward 20 taxable years. A copy of
the federal election made under Section 172(b)(3) of the Internal Revenue Code must be attached to the
Iowa franchise tax return filed with the department.

d. For tax years beginning on or after January 1, 2009, a net operating loss attributable to Iowa,
as determined in rule 701—59.2(422), shall be carried forward 20 taxable years. The net operating loss
cannot be carried back to a previous tax year.

59.2(4) No part of a net loss for a year for which the financial institution was not subject to the
imposition of Iowa franchise tax shall be included in the Iowa net operating loss deduction applicable to
any year prior to or subsequent to the year of the loss.

59.2(5) No part of a net operating loss may be carried back or carried forward if the carryback or
carryforward would be disallowed for federal income tax purposes under Sections 172(b)(1)(E) and
172(h) of the Internal Revenue Code. This provision is effective for tax years beginning on or after
January 1, 1989.

59.2(6) The carryover of Iowa net operating losses after reorganizations or mergers is limited to
the same extent as the carryover of a net operating loss is limited under the provisions of Sections 381
through 386 of the Internal Revenue Code and regulations thereunder or any other section of the Internal
Revenue Code or regulations thereunder. Where the taxpayer files as a member of a consolidated income
tax return for federal income tax purposes, but is required to file a separate franchise tax return, the
limitation on an Iowa net operating loss carryover must be determined as though a separate income tax
return was filed for federal income tax purposes.

This rule is intended to implement Iowa Code section 422.35 as amended by 2009 Iowa Acts, Senate
File 483, and sections 422.61 and 422.63.
[ARC 8589B, IAB 3/10/10, effective 4/14/10]

701—59.3(422) Capital loss carryback. Capital losses shall be allowed or allowable for Iowa
franchise tax purposes to the same extent they are allowed or allowable for federal corporation income
tax purposes. Capital loss carrybacks shall be treated as an adjustment to federal taxable income to
arrive at net income. For capital losses occurring in tax years beginning on or after January 1, 1980,
refunds of federal corporation income taxes shall not be an adjustment in computing income subject to
the franchise tax.

This rule is intended to implement Iowa Code sections 422.35 and 422.61.

701—59.4(422) Net operating and capital loss carrybacks and carryovers. If the taxpayer, for tax
periods beginning before January 1, 2009, has both a net operating loss and a capital loss carryback to
a prior tax year, the capital loss shall be carried back first and then the net operating loss offset against
any remaining income.

This rule is intended to implement Iowa Code section 422.35 as amended by 2009 Iowa Acts, Senate
File 483, and section 422.61.
[ARC 8589B, IAB 3/10/10, effective 4/14/10]
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701—59.5(422) Interest and dividends from federal securities. For franchise tax purposes, dividends
received from corporations owned or sponsored by the federal government, or interest derived from
obligations of the United States and its possessions, agencies and instrumentalities become a part of the
taxable income. Examples of these types of obligations are bonds issued by the governments of Puerto
Rico, Washington D.C., Guam and the Virgin Islands. Notwithstanding the above, only interest received
after July 1, 1991, from bonds purchased after January 1, 1991, issued by the governments of Puerto
Rico, Guam and the Virgin Islands is subject to tax.

Gains or losses from the sale or other disposition of any bonds shall be taxable for state franchise
tax purposes.

Interest received on federal tax refunds is taxable for Iowa franchise tax purposes.
This rule is intended to implement Iowa Code section 422.61.

701—59.6(422) Interest and dividends from foreign securities and securities of states and other
political subdivisions. Interest and dividends from foreign securities and securities of states and their
political subdivisions including Iowa shall be included in taxable income for periods beginning on or
after January 1, 1980. For tax periods beginning on or after January 1, 1987, subtract interest expense
allocable to interest exempt from federal income tax which was disallowed as a deduction under Internal
Revenue Code Section 265(b) or 291(e)(1)(B).

For tax years beginning on or after January 1, 1987, add dividends received from regulated
investment companies exempt from federal income tax under Section 852(b)(5) of the Internal Revenue
Code and subtract the loss on the sale or exchange of a share of a regulated investment company held
for six months or less to the extent the loss was disallowed under Section 852(b)(4)(B) of the Internal
Revenue Code.

For tax years beginning on or after January 1, 2001, add, to the extent not already included, income
from the sale of obligations of the state of Iowa and its political subdivisions and interest and dividend
income from these obligations. Gains or losses from the sale or other disposition of bonds issued by the
state of Iowa or its political subdivisions, along with interest and dividend income from these bonds, shall
be included in Iowa taxable income unless the law authorizing these obligations specifically exempts the
income from the sale and interest and dividend income from Iowa franchise tax.

This rule is intended to implement Iowa Code sections 422.35 and 422.61 as amended by 2001 Iowa
Acts, House File 715.

701—59.7(422) Safe harbor leases. For tax years ending after January 1, 1981, deductions in
determining federal taxable income for sale-leaseback agreements taken as a result of the application
of Section 168(f)(8) of the Internal Revenue Code shall be added in determining Iowa taxable income
to the extent such deductions cannot be taken under provisions of Sections 162, 163 and 167 of the
Internal Revenue Code. The lessor shall add depreciation and interest expense, and the lessee shall
add rental expense. When the deduction for depreciation is not allowed under a previous provision
of this rule, the lessee shall be allowed a deduction for depreciation on any property involved in a
sale-leaseback agreement. The depreciation shall be computed in accordance with Section 168(a) of the
Internal Revenue Code. Income received as a result of sale-leaseback agreement shall be deducted in
determining Iowa taxable income. The lessee shall deduct interest income and the lessor shall deduct
rent income. Each lessor and lessee corporation shall include a copy of federal Form 6793 in its Iowa
franchise tax return for the year in which a safe harbor lease is entered into.

This rule is intended to implement Iowa Code sections 422.35 and 422.61.

701—59.8(422) Additional deduction for wages paid or accrued for work done in Iowa by certain
individuals. For tax years beginning on or after January 1, 1984, a taxpayer which is considered to be
a small business corporation, as defined by subrule 59.8(2), is allowed a deduction for 50 percent of the
first 12 months of wages paid or accrued during the tax years for work done in Iowa for employees first
hired on or after January 1, 1984.

A handicapped individual domiciled in this state at the time of hiring.

https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
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An individual domiciled in this state at the time of hiring who meets any of the following conditions:
1. Has been convicted of a felony in this or any other state or the District of Columbia.
2. Is on parole pursuant to Iowa Code chapter 906.
3. Is on probation pursuant to Iowa Code chapter 907 for an offense other than a simple

misdemeanor.
4. Is in a work release program pursuant to Iowa Code chapter 904, division IX.
An individual, whether or not domiciled in this state at the time of the hiring, who is on parole or

probation and to whom the interstate probation and parole compact under Iowa Code section 907A.1
applies.

For tax years beginning on or after January 1, 1989, a taxpayer which is considered to be a small
business corporation, as defined by 701—subrule 53.11(2), is allowed a deduction for 65 percent not to
exceed $20,000 of the 12 months of wages paid or accrued during the tax year for work done in Iowa
for employees first hired after January 1, 1989, who meet the above criteria.

59.8(1) The additional deduction shall not be allowed for wages paid to an individual who was hired
to replace an individual whose employment was terminated within the 12-month period preceding the
date of first employment. However, if the individual being replaced left employment voluntarily without
good cause attributable to the employer or if the individual was discharged for misconduct in connection
with the individual’s employment as determined by the division of job service of the department of
employment services, the additional deduction shall be allowed.

The determination of whether an individual left employment voluntarily without good cause
attributable to the employer or if the individual was discharged for misconduct is a factual determination
which must be made on a case-by-case basis.

59.8(2) The term “small business corporation” includes the operation of a farm but does not include
the practice of a profession. The following conditions apply for the purpose of determining what
constitutes a small business corporation.

a. A small business corporation shall not have had more than 20 full-time equivalent positions
during each of the 26 consecutive weeks within the 52-week period immediately preceding the date
on which the individual for whom an additional deduction for wages is taken was hired. “Full-time
equivalent position” means any of the following:

1. An employment position requiring an average work week of 40 or more hours;
2. An employment position for which compensation is paid on a salaried full-time basis without

regard to hours worked; or
3. An aggregation of any number of part-time positions which equal one full-time position. For

purposes of this subrule each part-time position shall be categorized with regard to the average number
of hours worked each week as a one-quarter, half, three-quarter, or full-time position, as set forth in the
following table:

Average Number of Weekly Hours Category
More than 0 but less than 15 ¼
15 or more but less than 25 ½
25 or more but less than 35 ¾
35 or more 1 (full-time)

b. A small business corporation shall not have more than $1 million in annual gross revenues or
after July 1, 1984, $3 million in annual gross revenues or as the average of the three preceding tax years.
“Annual gross revenues” means total interest received from loans and investments, service charges,
management fees, fiduciary fees, commissions, and gross proceeds from the sale of securities held as
investments as determined in accordance with generally accepted accounting principles.

c. A small business corporation shall not be an affiliate or subsidiary of a business which is
dominant in its field of operation. “Dominant in its field of operation” means having more than 20
full-time equivalent employees and more than $1 million of annual gross revenues, or after July 1,
1984, $3 million of annual gross revenues or as the average of the three preceding tax years. “Affiliate

https://www.legis.iowa.gov/docs/ico/chapter/906.pdf
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or subsidiary of a business dominant in its field of operations” means a business which is at least 20
percent owned by a business dominant in its field of operation, or by partners, officers, directors,
majority stockholders, or their equivalent, of a business dominant in that field of operation.

d. “Operation of a farm” means the cultivation of land for the production of agricultural crops,
the raising of poultry, the production of eggs, the production of milk, the production of fruit or other
horticultural crops, grazing or the production of livestock. Operation of a farm shall not include the
production of timber, forest products, nursery products, or sod and operation of a farm shall not include
a contract where a processor or distributor of farm products or supplies provides spraying, harvesting or
other farm services.

e. “The practice of a profession” means a vocation requiring specialized knowledge and
preparation including but not limited to the following: medicine and surgery, podiatry, osteopathy,
osteopathic medicine and surgery, psychology, psychiatry, chiropractic, nursing, dentistry, dental
hygiene, optometry, speech pathology, audiology, pharmacy, physical therapy, occupational therapy,
mortuary science, law, architecture, engineering and surveying, and accounting.

59.8(3) Definitions.
a. The term “handicapped person” means any person who has a physical or mental impairment

which substantially limits one or more major life activities, has a record of such impairment, or is
regarded as having such an impairment.

The term “handicapped” does not include any person who is an alcoholic or drug abuser whose
current use of alcohol or drugs prevents the person from performing the duties of employment or whose
employment, by reason of current use of alcohol or drugs, would constitute a direct threat to the property
or the safety of others.

b. The term “physical or mental impairment” means any physiological disorder or condition,
cosmetic disfigurement, or anatomical loss affecting one or more of the following body systems:
neurological; musculoskeletal; special sense organs; respiratory, including speech organs;
cardiovascular; reproductive; digestive; genitourinary; hemic and lymphatic; skin and endocrine; or
any mental or psychological disorder, such as intellectual disability, organic brain syndrome, emotional
or mental illness, and specific learning disabilities.

c. The term “major life activities” means functions such as caring for one’s self, performing
manual tasks, walking, seeing, hearing, speaking, breathing, learning, and working.

d. The term “has a record of such impairment” means has a history of, or has been misclassified
as having, a mental or physical impairment that substantially limits one or more major life activities.

e. The term “is regarded as having such an impairment” means:
1. Has a physical or mental impairment that does not substantially limit major life activities but

that is perceived as constituting such a limitation;
2. Has a physical or mental impairment that substantially limits major life activities only as a result

of the attitudes of others toward such impairment; or
3. Has none of the impairments defined as physical or mental impairments, but is perceived as

having such an impairment.
f. The term “successfully completing a probationary period” includes those instances where the

employee quits without good cause attributable to the employer during the probationary period or was
discharged for misconduct during the probationary period.

g. The term “probationary period” means the period of probation for newly hired employees, if
the employer has a written probationary policy. If the employer has no written probationary policy for
newly hired employees, the probationary period shall be considered to be six months from the date of
hire.

59.8(4) If a newly hired employee has been certified as either a vocational rehabilitation referral or an
economically disadvantaged ex-convict for purposes of qualification for the targeted jobs tax credit under
Section 59 of the Internal Revenue Code, that employee shall be considered to havemet the qualifications
for the additional wage deduction.

A “vocational rehabilitation referral” is any individual certified by a state employment agency as
having a physical or mental disability which, for the individual, constitutes or results in a substantial
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handicap to employment. In addition, the individual must have been referred to the employer after
completion or while receiving rehabilitation services pursuant to either a state- or federal-approved
vocational rehabilitation program.

For all other newly hired employees, the employer has the burden of proof to show that the employees
meet the qualifications for the additional wage deduction.

59.8(5) The taxpayer shall include a schedule with the filing of the taxpayer’s tax return showing
the name, address, social security number, date of hiring and wages paid of each employee for whom
the taxpayer claims the additional deduction for wages.

59.8(6) If the employee for whom an additional deduction for wages was allowed fails to
successfully complete a probationary period and the taxpayer has already filed an Iowa corporation
income tax return taking the additional deduction for wages, the taxpayer shall file an amended return
adding back the additional deduction for wages. The amended return shall state the name and social
security number of the employee who failed to successfully complete a probationary period.

59.8(7) For tax years ending after July 1, 1990, a taxpayer who did not qualify for the additional
deduction for wages paid or accrued for work done in Iowa by certain individuals set forth above is
allowed an additional deduction of 65 percent not to exceed $20,000 of the first 12 months of wages paid
or accrued for work done in Iowa for employees first hired on or after July 1, 1990, if the new employee
is:

a. An individual domiciled in this state at the time of the hiring who meets any of the following
conditions:

(1) Has been convicted of a felony in this or any other state or the District of Columbia.
(2) Is on parole pursuant to Iowa Code chapter 906.
(3) Is on probation pursuant to Iowa Code chapter 907, for an offense other than a simple

misdemeanor.
(4) Is in a work release program pursuant to Iowa Code chapter 904, division IX.
b. An individual, whether or not domiciled in this state at the time of the hiring, who is on parole

or probation and to whom the interstate probation and parole compact under Iowa Code section 907A.1
applies.

The additional deduction is not allowed for wages paid to an individual who was hired to replace
an individual whose employment was terminated within the 12-month period preceding the date of
first employment. However, if the individual being replaced left employment voluntarily without good
cause attributable to the employer or if the individual was discharged for misconduct in connection with
the individual’s employment as determined by the Iowa division of job service of the department of
employment services, the additional deduction is allowed.

The taxpayer must include a schedule with the filing of the taxpayer’s tax return showing the name,
address, social security number, date of hiring, and wages paid of each employee for whom the taxpayer
claims the additional deduction for wages.

The determination of whether an individual left employment voluntarily without good cause
attributable to the employer or if the individual was discharged for misconduct is a factual determination
which must be made on a case-by-case basis.

If the employee for which an additional deduction for wages was allowed fails to successfully
complete a probationary period and the taxpayer has already filed an Iowa franchise tax return taking
the additional deduction for wages, the taxpayer must file an amended return adding back the additional
deduction for wages. The amended return must state the name and social security number of the
employee who failed to successfully complete a probationary period.

This rule is intended to implement Iowa Code section 16.1 and 2011 Iowa Code Supplement section
422.35 as amended by 2012 Iowa Acts, Senate File 2247.
[ARC 0337C, IAB 9/19/12, effective 10/24/12]

701—59.9(422) Work opportunity tax credit. Where a financial institution claims the federal work
opportunity tax credit as provided in Section 51 of the Internal Revenue Code, the amount of credit
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allowable shall be a deduction from Iowa taxable income to the extent the credit increased federal taxable
income.

This rule is intended to implement Iowa Code sections 422.35 and 422.61.

701—59.10(422) Like-kind exchanges of personal property completed after December 31, 2017,
but before tax periods beginning on or after January 1, 2020.

59.10(1) In general. Public Law 115-97, Section 13303, repealed the deferral of gain or loss from
exchanges of like-kind personal property for federal purposes under Section 1031 of the Internal Revenue
Code. This federal repeal applies to exchanges completed after December 31, 2017, unless the taxpayer
began the exchange by transferring personal property or receiving replacement personal property on or
before that date. Iowa did not conform to this federal repeal for Iowa franchise tax purposes for tax
periods beginning before January 1, 2019. For tax years beginning on or after January 1, 2019, but
before January 1, 2020, Iowa generally conforms to the federal treatment of gain or loss from exchanges
of like-kind personal property, but eligible taxpayers may elect the treatment that applied under prior
federal law for Iowa purposes. For tax years beginning on or after January 1, 2020, Iowa fully conforms
to the federal treatment for these exchanges, and no special election is available. This rule governs
exchanges of like-kind personal property completed after December 31, 2017, but before tax periods
beginning on or after January 1, 2020. This rule does not apply to exchanges completed during any tax
year beginning on or after January 1, 2020.

59.10(2) Qualification. Section 1031 of the Internal Revenue Code in effect on December 21,
2017, and any applicable federal regulations govern whether transactions involving the disposition and
acquisition of personal property qualify for Iowa franchise tax purposes as a like-kind exchange of
personal property subject to the deferral of gain or loss and also govern the date and tax period during
which an exchange is considered completed. The treatment of such transactions as a like-kind exchange
for Iowa franchise tax purposes is either mandatory or permissive depending on the date the like-kind
exchange is completed.

a. Like-kind exchanges completed after December 31, 2017, but before tax periods beginning on
or after January 1, 2019. Transactions involving the disposition and acquisition of personal property
that qualify under this subrule as a like-kind exchange completed after December 31, 2017, but before
tax periods beginning on or after January 1, 2019, are required to be treated as a like-kind exchange for
Iowa franchise tax purposes.

b. Like-kind exchanges completed during tax periods beginning on or after January 1, 2019, but
before January 1, 2020. For tax periods beginning on or after January 1, 2019, Iowa is conformed to the
federal repeal of deferral of gain or loss from exchanges of like-kind personal property, so the federal
and Iowa treatment of such transactions under Section 1031 of the Internal Revenue Code will generally
be the same. However, transactions involving the disposition and acquisition of personal property that
qualify under this subrule as a like-kind exchange completed during tax periods beginning on or after
January 1, 2019, but before January 1, 2020, may at the election of the taxpayer be treated as a like-kind
exchange for Iowa franchise tax purposes. The election is made by completing the necessary worksheets
and forms and making the required adjustments on the Iowa return as described in subrule 59.10(3). No
special attachment or statement is required. The election only applies to the transactions involved in the
like-kind exchange, and the taxpayer may elect or not elect to treat other qualifying transactions as a
like-kind exchange for Iowa purposes.

59.10(3) Calculation and Iowa adjustments. A taxpayer required to or electing to treat qualifying
transactions as a like-kind exchange for Iowa tax purposes must make certain Iowa calculations and
adjustments on forms and worksheets made available on the department’s website. The IA 8824
Worksheet described in this subrule need not be included with the Iowa return but must be kept with
the taxpayer’s records. The taxpayer is responsible for providing documentation at the department’s
request to substantiate a like-kind exchange under this rule.

a. Like-kind exchange calculation. The taxpayer must complete Parts I and II of the IA 8824
Worksheet to compute the Iowa recognized gain, if any, the Iowa deferred gain or loss, and the Iowa
basis of the like-kind personal property received in the like-kind exchange.

https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
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EXAMPLE 1: X, a financial institution filing on a calendar-year basis, trades a computer system with
a fair market value (FMV) of $25,000 along with $75,000 in cash to Y for a new computer system
with an FMV of $100,000. For purposes of this example it is assumed that the computer system trade
occurs in 2019 and qualifies as a like-kind exchange and that X elects such treatment under paragraph
59.10(2)“b.” At the time of the trade, the adjusted basis of X’s old computer system is $0 for federal tax
purposes and is $13,680 for Iowa tax purposes. X realizes a gain for Iowa purposes on the exchange of
the old computer system in the amount of $11,320 ($100,000 FMV of new computer system - $75,000
cash paid - $13,680 Iowa adjusted basis of old computer system). Because X did not receive any cash or
other property that was not like-kind, or assume any liabilities from Y, the entire amount of X’s $11,320
realized gain qualifies for deferral, so X recognizes $0 of gain on the exchange for Iowa tax purposes. As
a result, X’s basis in the new computer system for Iowa tax purposes is $88,680 ($13,680 Iowa adjusted
basis of old computer system + $75,000 cash paid by X).

b. Iowa nonconformity adjustment.
(1) The taxpayer must complete Part III of the IA 8824 Worksheet to adjust for the difference

between any recognized Iowa gain from the exchange as calculated on the IA 8824 Worksheet, Part II,
and any gain or loss (including gain or loss recaptured as ordinary income) recognized on the taxpayer’s
federal return.

EXAMPLE 2: Assume the same facts as given in Example 1. Because the computer trade occurred
in 2019, it will not qualify as a like-kind exchange for federal tax purposes but will instead be treated as
two separate transactions: a sale of the old computer system and a purchase of the new computer system.
X recognizes a gain for federal tax purposes on the sale of the old computer system in the amount of
$25,000 ($25,000 sales price of old computer system - $0 federal adjusted basis of old computer system),
the entire amount of which is recaptured as ordinary income because of prior depreciation. X reports
the $25,000 of income on the federal return. X is required to report the same $25,000 as income on the
Iowa return but is also allowed a $25,000 subtraction on the same Iowa return because X’s recognized
gain for Iowa tax purposes is $0 as calculated in Example 1. X’s nonconformity adjustment of -$25,000
must be reported on the Iowa return in the manner prescribed on the IA 8824 Worksheet.

(2) If the total recognized federal gain is reported using the installment sale method under Section
453 of the Internal Revenue Code, the total amount of any Iowa nonconformity adjustment related to
that federal gain must be claimed over the same installment period, and the proportion of the total Iowa
nonconformity adjustment claimed for each tax year shall equal the same proportion that the federal gain
reported for that tax year bears to the total amount of federal gain that will ultimately be reported for
all tax years resulting from the disposition of the personal property. The taxpayer must complete an IA
8824 Worksheet for each tax year that an Iowa nonconformity adjustment is claimed.

c. Cost recovery adjustments.
(1) The taxpayer must complete the IA 4562A to account for any differences between the federal

and Iowa cost recovery deductions related to the like-kind personal property involved in the like-kind
exchange, including if the taxpayer’s basis in the like-kind personal property received is different for
federal and Iowa purposes, or if the taxpayer claimed additional first-year depreciation or a section
179 deduction for federal purposes on the like-kind property received in the exchange. See rule
701—59.23(422) for requirements related to the disallowance of additional first-year depreciation for
Iowa franchise tax purposes. See rule 701—59.24(422) for the section 179 limitations imposed under
the Iowa franchise tax.

(2) Treasury Regulation §1.168(i)-6 prescribes rules related to the calculation of depreciation for
certain assets involved in a like-kind exchange, but a taxpayer may elect to not have those rules apply
pursuant to Treasury Regulation §1.168(i)-6(i). A taxpayer may choose to make a similar election under
Treasury Regulation §1.168(i)-6(i) for Iowa tax purposes with regard to a like-kind exchange under this
rule if the personal property otherwise would have qualified for such federal election notwithstanding
the fact that no like-kind exchange occurred for federal purposes or the fact that no election was actually
made for federal tax purposes in accordance with Treasury Regulation §1.168(i)-6(j). The election is
made by calculating depreciation for Iowa tax purposes on the personal property involved in the like-kind
exchange using the method described in Treasury Regulation §1.168(i)-6(i) on the timely filed Iowa
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return, including extensions, for the same tax year that the like-kind exchange was completed. No special
attachment or statement is required.

EXAMPLE 3: Assume the same facts as given in Examples 1 and 2. X elects additional first-year
depreciation on the new computer system and claims a depreciation deduction on the federal return of
$100,000 (100 percent of X’s federal basis). X is required to add back the total amount of the federal
depreciation on the Iowa return because Iowa does not allow additional first-year depreciation. But X is
permitted deductions for regular depreciation on the new computer systemwith an Iowa basis of $88,680
($13,680 carryover basis from old computer system + $75,000 excess basis from cash paid) under Section
168 of the Internal Revenue Code, without regard to bonus depreciation under Section 168(k). See rule
701—59.23(422) for more information on the disallowance of additional first-year depreciation.

EXAMPLE 4: Assume the same facts as given in Examples 1 and 2. X elects to expense the entire cost
of the new computer system under Section 179 of the Internal Revenue Code and claims a deduction on
the federal return of $100,000. X is also required to claim the section 179 deduction on the new computer
system for Iowa tax purposes pursuant to subrule 59.24(2). However, the amount that represents the
carryover basis from the old computer system ($13,680) is not eligible for the deduction under Section
179(d)(3) of the Internal Revenue Code, so the cost of the new computer system that is eligible for the
section 179 deduction for Iowa purposes is only $75,000 (excess basis from cash paid). This is the
amount of section 179 deduction that X must claim on the Iowa return, subject to the applicable Iowa
dollar limitation and reduction limitations in rule 701—59.24(422). Because X is the taxpayer who
placed the new computer system in service, X is permitted deductions for regular depreciation on the
carryover basis in the new computer system ($13,680) under Section 168 of the Internal Revenue Code,
without regard to bonus depreciation under Section 168(k).

This rule is intended to implement 2019 Iowa Acts, chapter 152 [House File 779], section 11.
[ARC 4614C, IAB 8/14/19, effective 9/18/19]

701—59.11(422) Gains and losses on property acquired before January 1, 1934. Where property
was acquired prior to January 1, 1934, the basis as of January 1, 1934, for determining capital or other
gains or losses is the higher of cost, adjusted for depreciation allowed or allowable to January 1, 1934,
or fair market value as of that date. City National Bank of Clinton v. Iowa State Tax Commission, 251
Iowa 603, 102 N.W.2d 381 (1960).

If as a result of this provision a basis is to be used for purposes of Iowa franchise tax which is
different from the basis used for purposes of federal income tax, an appropriate adjustment must be
made and detailed schedules supplied in the computation of Iowa income subject to franchise tax.

This rule is intended to implement Iowa Code sections 422.35 and 422.61.

701—59.12(422) Federal income tax deduction. For tax years beginning on or after January 1, 1980,
a deduction for 50 percent of federal income taxes paid or accrued is not allowed. Cash-basis taxpayers
are not allowed a deduction for 50 percent of federal income taxes paid during a tax year beginning on
or after January 1, 1980, which represent the preceding year’s tax or additional taxes for prior years.
Fifty percent of a federal income tax refund received during a tax year beginning on or after January
1, 1980, shall not be reported as income. For tax years beginning on or after January 1, 1990, because
the federal environmental tax is deducted in computing federal taxable income and Iowa Code section
422.61(3)“a” does not allow the deduction of federal income taxes, the federal environmental tax must
be added to federal taxable income.

This rule is intended to implement Iowa Code sections 422.35 and 422.61.

701—59.13(422) Iowa franchise taxes. Iowa franchise taxes paid or accrued during the tax year as
may be applicable under the method of filing are permissible deductions for federal corporation income
tax purposes, but not for purposes of determining Iowa net income. To the extent taxes were deducted
in the determination of federal taxable income, they shall be added to federal taxable income for Iowa

https://www.legis.iowa.gov/docs/aco/arc/4614C.pdf
https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
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franchise tax purposes. Refunds of Iowa franchise tax to the extent that the returns are included in the
determination of federal taxable income shall all be subtracted from federal taxable income.

This rule is intended to implement Iowa Code section 422.61.

701—59.14(422)Method of accounting, accounting period. The return shall be computed on the same
basis and for the same accounting period as the taxpayer’s return for federal corporation income tax
purposes. Permission to change accounting methods or accounting periods for franchise tax purposes is
not required provided the taxpayer furnishes the department with a copy of the federal consent.

This rule is intended to implement Iowa Code sections 422.35 and 422.61.

701—59.15(422) Consolidated returns. There is no provision in the Iowa franchise tax law to allow
financial institutions to file consolidated Iowa franchise tax returns with another financial institution or
another corporation as defined in Iowa Code section 422.32. In the absence of any statutory authority
for allowing consolidated Iowa franchise tax returns, separate Iowa franchise tax returns must be filed.

This rule is intended to implement Iowa Code sections 421.14 and 422.68(1).

701—59.16(422) Federal rulings and regulations. In determining whether “taxable income,” “net
operating loss deduction” or any other deductions are computed for federal tax purposes under, or have
the same meaning as provided by, the Internal Revenue Code, the department will use applicable rulings
and regulations that have been duly promulgated by the Commissioner of Internal Revenue, unless the
director has created rules and regulations or has exercised discretionary powers as prescribed by statute
which call for an alternative method for determining “taxable income,” “net operating loss deduction,”
or any other deductions, or unless the department finds that an applicable Internal Revenue ruling or
regulation is unauthorized according to the Iowa Code.

This rule is intended to implement Iowa Code sections 422.35 and 422.61.

701—59.17(15E,422) Charitable contributions relating to the endow Iowa tax credit. For tax years
beginning on or after January 1, 2010, a taxpayer who claims an endow Iowa tax credit in accordance
with rule 701—58.13(15E,422) cannot claim a deduction for charitable contributions under Section 170
of the Internal Revenue Code for the amount of the contribution for which the tax credit is claimed for
Iowa tax purposes.

This rule is intended to implement Iowa Code section 15E.305.
[ARC 1303C, IAB 2/5/14, effective 3/12/14]

701—59.18(422) Depreciation of speculative shell buildings.
59.18(1) For tax years beginning on or after July 1, 1992, speculative shell buildings constructed

or reconstructed after that date may be depreciated as 15-year property under the accelerated cost
of recovery system of the Internal Revenue Code. If the taxpayer has deducted depreciation on the
speculative shell building on the taxpayer’s federal income tax return, that amount of depreciation must
be added to federal taxable income in order to deduct depreciation under this rule.

59.18(2) On sale or other disposition of the speculative shell building, the taxpayer must report
on the taxpayer’s Iowa corporation income tax return the same gain or loss reported on the taxpayer’s
federal corporation income tax return. If, while owned by the taxpayer, the building is converted from a
speculative shell building to another use, the taxpayer must deduct the same amount of depreciation on
the taxpayer’s Iowa tax return as is deducted on the taxpayer’s federal tax return.

59.18(3) For the purposes of this rule, the term “speculative shell building” means a building as
defined in Iowa Code section 427.1, subsection (27)“c.”

This rule is intended to implement Iowa Code sections 422.35 and 422.63.

701—59.19(422) Deduction of multipurpose vehicle registration fee. For tax years beginning on or
after January 1, 1992, and before January 1, 2005, corporations may claim a deduction for 60 percent
of the amount of the registration fee paid for a multipurpose vehicle under Iowa Code section 321.124,

https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
https://www.legis.iowa.gov/docs/ico/section/422.32.pdf
https://www.legis.iowa.gov/docs/ico/section/421.14.pdf
https://www.legis.iowa.gov/docs/ico/section/422.68.pdf
https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.58.13.pdf
https://www.legis.iowa.gov/docs/ico/section/15E.305.pdf
https://www.legis.iowa.gov/docs/aco/arc/1303C.pdf
https://www.legis.iowa.gov/docs/ico/section/427.1.pdf
https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
https://www.legis.iowa.gov/docs/ico/section/422.63.pdf
https://www.legis.iowa.gov/docs/ico/section/321.124.pdf
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subsection 3, paragraph “h.” In order to qualify for this deduction, no part of the multipurpose vehicle
registration fee may have been deducted as an ordinary and necessary business expense.

For tax years beginning on or after January 1, 2005, the deduction for Iowa franchise tax for
multipurpose vehicle registration fees is the same as allowed under Section 164 of the Internal Revenue
Code for federal tax purposes.

This rule is intended to implement Iowa Code section 422.35.

701—59.20(422) Disallowance of expenses to carry an investment subsidiary for tax years which
begin on or after January 1, 1995. A financial institution which has an investment in an investment
subsidiary on or after July 1, 1995, must allocate a portion of its total expenses used in computing
its federal taxable income on a separate return basis to its investment subsidiary. The expenses which
are allocable to the investment in an investment subsidiary are computed by multiplying the financial
institution’s total expenses used in computing its federal taxable income on a separate return basis by the
ratio of the average adjusted basis in its investment subsidiary to the average adjusted basis for all assets
of the financial institution. For tax years beginning on or after January 1, 1995, and before December 31,
1995, a financial institution which has an investment in an investment subsidiary on July 1, 1995, must
allocate a portion of its total expenses for the entire tax year to its investment in an investment subsidiary
even though it did not have an investment in an investment subsidiary for the entire tax year.

A calculation of the average for the tax year of the adjusted bases of a financial institution’s
investment in investment subsidiaries, and total assets, held each day of the tax year is the most accurate
method for determining under Iowa Code subsection 422.61(3) the portion of a financial institution’s
total expenses that is allocable to the financial institution’s investment in investment subsidiaries.
However, the department will generally allow the average adjusted bases of an investment in investment
subsidiaries for the tax year to be calculated using the average of the adjusted bases of the investment
in investment subsidiaries held by the financial institution at the end of each month within the tax year.
The department generally will allow the average bases of all assets of the financial institution for the
tax year to be calculated using the average bases of all assets held by the financial institution at the
end of each quarter of the tax year. A financial institution may compute for any tax year, without prior
permission of the director, the average adjusted bases of investment in investment subsidiaries or total
assets on a more frequent basis than set forth above. However, a financial institution may not compute
these averages for any tax year on a less frequent basis than quarterly without obtaining prior approval
of the director. This permission will be granted only in extraordinary circumstances. In addition, a
financial institution may not compute these averages for any tax year on a less frequent basis than it
used for the preceding tax year unless the financial institution obtains prior approval of the director. A
financial institution that has elected to use an estimate of the adjusted tax bases of its total assets for
each of the first three quarters of the taxable year under Internal Revenue Service’s Revenue Ruling
90-44 for federal income tax purposes may use this estimate for Iowa franchise purposes.

59.20(1) For the purposes of this rule, the term “affiliate” means a corporation, trust, estate,
association, or similar organization:

a. Of which a financial institution, directly or indirectly, owns or controls either a majority of the
voting shares or more than 50 percent of the number of shares voted for the election of its directors,
trustees, or other individuals exercising similar functions at the preceding election, or controls in any
manner the election of a majority of its directors, trustees, or other individuals exercising similar
functions; or

b. Of which control is held, directly or indirectly, through share ownership or in any other manner,
by the shareholders of a financial institution who own or control either a majority of the shares of such
financial institution or more than 50 percent of the number of shares voted for election of directors of
such financial institution at the preceding election, or by trustees for the benefit of the shareholders of
such financial institution; or

c. Of which a majority of its directors, trustees, or other individuals exercising similar functions
are directors of any financial institution; or

https://www.legis.iowa.gov/docs/ico/section/321.124.pdf
https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
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d. Which owns or controls, directly or indirectly, either amajority of the voting shares of a financial
institution or more than 50 percent of the number of shares voted for the election of directors of a financial
institution at the preceding election, or controls in any manner the election of a majority of the directors
of a financial institution, or for the benefit of those shareholders or members all or substantially all of
the outstanding voting shares of a financial institution is held by trustees; or

e. Which is a bank holding company, as defined by the laws of the United States, of which a
financial institution is a subsidiary, and any other subsidiary as defined by the laws of the United States,
of a bank holding company.

59.20(2) For the purposes of this rule, the term “average adjusted basis” means the financial
institution’s average adjusted basis as computed pursuant to Section 1016 of the Internal Revenue Code
on a separate company basis.

59.20(3) For purposes of this rule, the term “investment subsidiary” means an affiliate that is owned,
capitalized or utilized by a financial institution with one of its purposes being to make, hold, or manage,
for and on behalf of the financial institution, investments in securities which the financial institution
would be permitted by applicable law to make for its own account.

This rule is intended to implement Iowa Code section 422.61 as amended by 1995 Iowa Acts, chapter
193.

701—59.21(422) S corporation and limited liability company financial institutions. For tax years
beginning on or after January 1, 1997, a financial institution as defined in Section 581 of the Internal
Revenue Code which has in effect an election under Subchapter S of the Internal Revenue Code must
compute an amount of income as if the financial institution were subject to federal corporation income
tax. For tax years beginning on or after July 1, 2004, a financial institution organized as a limited liability
company under Iowa Code chapter 524 that is taxed as a partnership for federal income tax purposes must
compute an amount of income as if the financial institution were subject to federal corporation income
tax. The income is to be computed in the same manner as a financial institution that is subject to or liable
for federal income tax under the Internal Revenue Code in effect for the applicable tax would compute
its federal taxable income.

This rule is intended to implement Iowa Code section 422.61 as amended by 2004 Iowa Acts, House
File 2484.

701—59.22(422) Deduction for contributions made to the endowment fund of the Iowa educational
savings plan trust. To the extent that the contribution was not deductible for federal income tax
purposes, any gift, grant, or donation to the endowment fund of the Iowa educational savings plan trust
may be deducted for Iowa franchise tax purposes. The contribution must be made on or after July 1,
1998, but before April 15, 2004. Effective April 15, 2004, the deduction for contributions made to the
endowment fund is repealed.

This rule is intended to implement Iowa Code sections 422.35 as amended by 1998 Iowa Acts, House
File 2119, and 422.61.

701—59.23(422) Additional first-year depreciation allowance.
59.23(1) Assets acquired after September 10, 2001, but before May 6, 2003. For tax periods ending

after September 10, 2001, but beginning before May 6, 2003, the additional first-year depreciation
allowance (“bonus depreciation”) of 30 percent authorized in Section 168(k) of the Internal Revenue
Code, as enacted by Public Law No. 107-147, Section 101, does not apply for Iowa franchise tax.
Taxpayers who claim the bonus depreciation on their federal income tax return must add the total
amount of depreciation claimed on assets acquired after September 10, 2001, but before May 6, 2003,
and subtract the amount of depreciation taken on such property using the modified accelerated cost
recovery system (MACRS) depreciation method applicable under Section 168 of the Internal Revenue
Code without regard to Section 168(k).

If any such property was sold or disposed of during the tax year, the applicable depreciation catch-up
adjustment must be made to adjust the basis of the property for Iowa tax purposes. The gain or loss

https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
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reported on the sale or disposition of these assets for federal tax purposes must be adjusted for Iowa tax
purposes to account for the adjusted basis of assets.

The adjustment for both depreciation and the gain or loss on the sale of qualifying assets acquired
after September 10, 2001, but before May 6, 2003, can be calculated on Form IA 4562A.

See 701—subrule 53.22(1) for examples illustrating how this subrule is applied.
59.23(2) Assets acquired after May 5, 2003, but before January 1, 2005. For tax periods beginning

after May 5, 2003, but beginning before January 1, 2005, the bonus depreciation of 50 percent authorized
in Section 168(k) of the Internal Revenue Code, as amended by Public Law No. 108-27, Section 201,
may be taken for Iowa franchise tax. If the taxpayer elects to take the 50 percent bonus depreciation, the
depreciation deduction allowed on the Iowa franchise tax return is the same as the depreciation deduction
allowed on the federal income tax return for assets acquired after May 5, 2003, but before January 1,
2005.

a. If the taxpayer elects to take the 50 percent bonus depreciation and had filed an Iowa return prior
to February 24, 2005, which reflected the disallowance of 50 percent bonus depreciation, the taxpayer
may choose between two options to reflect this change. Taxpayer may either file an amended return for
the applicable tax year to reflect the 50 percent bonus depreciation provision, or taxpayer may reflect the
change for 50 percent bonus depreciation on the next Iowa return filed subsequent to February 23, 2005.
Taxpayer must choose only one of these two options. Regardless of the option chosen, taxpayer must
complete and attach a revised Form IA 4562A to either the amended return or the return filed subsequent
to February 23, 2005.

See 701—subrule 40.60(2), paragraph “a,” for examples illustrating how this subrule is applied.
b. If the taxpayer elects not to take the 50 percent bonus depreciation, taxpayer must add the

total amount of depreciation claimed on assets acquired after May 5, 2003, but before January 1, 2005,
and subtract the amount of depreciation taken on such property using the modified accelerated cost
recovery system (MACRS) depreciation method applicable under Section 168 of the Internal Revenue
Code without regard to Section 168(k). If any such property was sold or disposed of during the tax year,
the applicable depreciation catch-up adjustment must be made to adjust the basis of the property for Iowa
tax purposes. The gain or loss reported on the sale or disposition of these assets for federal tax purposes
must be adjusted for Iowa tax purposes to account for the adjusted basis of assets. The adjustment for
both depreciation and the gain or loss on the sale of qualifying assets acquired after May 5, 2003, but
before January 1, 2005, can be calculated on Form IA 4562A.

59.23(3) Assets acquired after December 31, 2007, but before January 1, 2010. For tax periods
beginning after December 31, 2007, but beginning before January 1, 2010, the bonus depreciation of 50
percent authorized in Section 168(k) of the Internal Revenue Code, as amended by Public Law 110-185,
Section 103, and Public Law 111-5, Section 1201, does not apply for Iowa franchise tax. Taxpayers
who claim the bonus depreciation on their federal income tax return must add the total amount of
depreciation claimed on assets acquired after December 31, 2007, but before January 1, 2010, and
subtract the amount of depreciation taken on such property using the modified accelerated cost recovery
system (MACRS) depreciation method applicable under Section 168 of the Internal Revenue Code
without regard to Section 168(k).

If any such property was sold or disposed of during the tax year, the applicable depreciation catch-up
adjustment must be made to adjust the basis of the property for Iowa tax purposes. The gain or loss
reported on the sale or disposition of these assets for federal tax purposes must be adjusted for Iowa tax
purposes to account for the adjusted basis of assets.

The adjustment for both depreciation and the gain or loss on the sale of qualifying assets acquired
after December 31, 2007, but before January 1, 2010, can be calculated on Form IA 4562A.

See rule 701—53.22(422) for examples illustrating how this rule is applied.
59.23(4) Qualified disaster assistance property. For property placed in service after December

31, 2007, with respect to federal declared disasters occurring before January 1, 2010, the bonus
depreciation of 50 percent authorized in Section 168(n) of the Internal Revenue Code for qualified
disaster assistance property, as amended by Public Law 110-343, Section 710, does not apply for Iowa
franchise tax. Taxpayers who claim the bonus depreciation on their federal income tax return must

https://www.legis.iowa.gov/docs/iac/rule/701.53.22.pdf
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add the total amount of depreciation claimed on qualified disaster assistance property and subtract the
amount of depreciation taken on such property using the modified accelerated cost recovery system
(MACRS) depreciation method applicable under Section 168 of the Internal Revenue Code without
regard to Section 168(n).

If any such property was sold or disposed of during the tax year, the applicable depreciation catch-up
adjustment must be made to adjust the basis of the property for Iowa tax purposes. The gain or loss
reported on the sale or disposition of this property for federal tax purposes must be adjusted for Iowa tax
purposes to account for the adjusted basis of such property.

The adjustment for both depreciation and the gain or loss on the sale of qualifying disaster assistance
property can be calculated on Form IA 4562A.

59.23(5) Assets acquired after December 31, 2009, but before January 1, 2014. For tax periods
beginning after December 31, 2009, but beginning before January 1, 2014, the bonus depreciation
authorized in Section 168(k) of the Internal Revenue Code, as amended by Public Law No. 111-240,
Section 2022, Public Law No. 111-312, Section 401, and Public Law No. 112-240, Section 331, does
not apply for Iowa franchise tax. Taxpayers who claim the bonus depreciation on their federal income
tax return must add the total amount of depreciation claimed on assets acquired after December 31,
2009, but before January 1, 2014, and subtract the amount of depreciation taken on such property using
the modified accelerated cost recovery system (MACRS) depreciation method applicable under Section
168 of the Internal Revenue Code without regard to Section 168(k).

If any such property was sold or disposed of during the tax year, the applicable depreciation catch-up
adjustment must be made to adjust the basis of the property for Iowa tax purposes. The gain or loss
reported on the sale or disposition of these assets for federal tax purposes must be adjusted for Iowa tax
purposes to account for the adjusted basis of assets.

The adjustment for both depreciation and the gain or loss on the sale of qualifying assets acquired
after December 31, 2009, but before January 1, 2014, can be calculated on Form IA 4562A.

See 701—subrule 53.22(3) for examples illustrating how this subrule is applied.
This rule is intended to implement Iowa Code section 422.35 as amended by 2013 Iowa Acts, Senate

File 106, and section 422.61.
[ARC 8589B, IAB 3/10/10, effective 4/14/10; ARC 9820B, IAB 11/2/11, effective 12/7/11; ARC 1101C, IAB 10/16/13, effective
11/20/13]

701—59.24(422) Section 179 expensing.
59.24(1) In general. Iowa taxpayers that elect to expense certain depreciable business assets in the

year the assets were placed in service under Section 179 of the Internal Revenue Code must also expense
those same assets for Iowa income tax purposes in that year. However, for certain years, the Iowa
limitations on this deduction are different from the federal limitations for the same year. This means
that for some tax years, adjustments are required to determine the correct Iowa section 179 expensing
deduction, as described in this rule.

59.24(2) Claiming the deduction.
a. Timing and requirement to follow federal election. A taxpayer that takes a federal section 179

deduction must also take the deduction for the same asset in the same year for Iowa purposes, except
as expressly provided by Iowa law or this rule. A taxpayer that takes a federal section 179 deduction
is not permitted to opt out of taking the same deduction for Iowa purposes. A taxpayer that does not
take a federal section 179 deduction on a specific qualifying asset is not permitted to take a section 179
deduction for Iowa purposes on that asset.

b. Qualifying for the deduction. Whether a specific business asset qualifies for a section 179
deduction is determined by the Internal Revenue Code (Title 26, U.S. Code) and applicable federal
regulations for both federal and Iowa purposes.

c. Amount of the Iowa deduction. Generally, the Iowa deduction must equal the amount of the
federal deduction taken for the same asset in the same year, subject to special Iowa limitations. The
following chart provides a comparison of the Iowa and federal section 179 dollar limitations and
reduction limitations. See rule 701—40.65(422) for the section 179 rules applicable to individuals

https://www.legis.iowa.gov/docs/iac/rule/701.53.22.pdf
https://www.legis.iowa.gov/docs/ico/section/422.35.pdf
https://www.legis.iowa.gov/docs/ico/section/422.61.pdf
https://www.legis.iowa.gov/docs/aco/arc/8589B.pdf
https://www.legis.iowa.gov/docs/aco/arc/9820B.pdf
https://www.legis.iowa.gov/docs/aco/arc/1101C.pdf
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and other noncorporate entities, and see rule 701—53.23(422) for the section 179 rules applicable to
corporations (both C and S corporations) and other entities subject to the corporate income tax.

Section 179 Deduction Allowances Under Federal and Iowa Law
Federal Iowa

Tax Year Dollar Limitation Reduction Limitation Dollar Limitation Reduction Limitation
2003 $ 100,000 $ 400,000 $ 100,000 $ 400,000
2004 102,000 410,000 102,000 410,000
2005 105,000 420,000 105,000 420,000
2006 108,000 430,000 108,000 430,000
2007 125,000 500,000 125,000 500,000
2008 250,000 800,000 250,000 800,000
2009 250,000 800,000 133,000 530,000
2010 500,000 2,000,000 500,000 2,000,000
2011 500,000 2,000,000 500,000 2,000,000
2012 500,000 2,000,000 500,000 2,000,000
2013 500,000 2,000,000 500,000 2,000,000
2014 500,000 2,000,000 500,000 2,000,000
2015 500,000 2,000,000 500,000 2,000,000
2016 500,000 2,010,000 25,000 200,000
2017 510,000 2,030,000 25,000 200,000
2018 1,000,000 2,500,000 70,000 280,000
2019 1,020,000 2,550,000 100,000 400,000
2020 and later Iowa limitations are the same as federal

d. Reduction. Both the federal and the Iowa deductions for section 179 assets are reduced (phased
out dollar for dollar) for taxpayers whose total section 179 assets placed in service during a given year
cost more than the amount specified (reduction limitation) for that year. Like the deduction limitation,
the Iowa and federal reduction limitations are different for certain years. See paragraph 59.24(2)“c” for
applicable limitations.

EXAMPLE: Taxpayer, a financial institution doing business in Iowa, purchases $400,000 worth of
qualifying section 179 assets and places all of them in service in 2018. Taxpayer claims a section 179
deduction of $400,000 for the full cost of the assets on the 2018 federal return. For financial institutions,
the Iowa section 179 deduction for 2018 is phased out dollar for dollar by the amount of section 179
assets placed in service in excess of $280,000. This means that for 2018, the Iowa deduction is fully
phased out if the taxpayer placed in service section 179 assets that cost, in total, more than $350,000.
Since the cost of the qualifying assets in this example exceeds the Iowa section 179 phase-out limit,
the taxpayer cannot claim any section 179 deduction on the Iowa return. However, the taxpayer may
depreciate the entire cost of the assets for Iowa purposes.

e. Amounts in excess of the Iowa limits.
(1) Recovering the excess. Due to the differences between the Iowa and federal limitations for

certain years, taxpayers may have a federal section 179 deduction that exceeds the amount allowed
for Iowa purposes. This excess amount is handled in different ways depending on the source of the
deduction.

1. Assets placed in service by the taxpayer or entity reporting the deduction. The cost of any
section 179 assets placed in service by the taxpayer in excess of the Iowa limitation for a given year
may be recovered through regular depreciation under Section 168 of the Internal Revenue Code, without
regard to bonus depreciation under Section 168(k). The Iowa section 179 and depreciation deductions
and any basis adjustments resulting from the difference in timing of the recovery between Iowa and
federal law are calculated and tracked on forms made available on the department’s website.
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EXAMPLE: Taxpayer, a financial institution doing business in Iowa, purchases a $100,000 piece of
equipment and places it in service in 2018. Taxpayer claims a section 179 deduction of $100,000 for the
full cost of the equipment on the 2018 federal return. Taxpayer is also required to claim a section 179
deduction of $70,000 on the 2018 Iowa return (the full amount of the federal deduction up to the Iowa
limit for financial institutions for 2018). The taxpayer can depreciate the remaining $30,000 cost of the
equipment for Iowa purposes.

2. Special election for assets placed in service by a pass-through entity when the section 179
deduction is claimed by an owner of that pass-through. See subrule 59.24(3) for information on a special
election available to certain owners of pass-through entities related to any section 179 deductions passed
through from a partnership or other entity that, in the aggregate, exceed the Iowa limitations.

(2) Special information for pass-throughs. In the case of pass-through entities, section 179
limitations apply at both the entity level and the owner level. Pass-through entities that are required to
file an Iowa return and that actually place section 179 assets in service should follow 59.24(2)“e”(1)“1”
to account for any assets for which the total federal section 179 deductions for a given year exceeded
the Iowa limitation. Owners of pass-throughs receiving section 179 deductions from one or more
pass-throughs that, in the aggregate, exceed the Iowa limitations should follow 59.24(2)“e”(1)“2.”

EXAMPLE: Bank A (a financial institution doing business exclusively in Iowa) owns 50 percent
interests in each of three partnerships: C, D, and E. Partnership C, which also does business exclusively
in Iowa, places $200,000 worth of section 179 assets in service during tax year 2019 and claims a federal
section 179 deduction for the full cost of the assets. Because C is required to file an Iowa partnership
return, C is subject to the Iowa section 179 limitations for 2019 and must adjust its Iowa section 179
deduction as provided in 701—numbered paragraph 40.65(2)“e”(1)“1.” C passes through 50 percent
of its section 179 deduction ($100,000 for federal purposes, $50,000 for Iowa purposes) to Bank A.
Bank A also receives $50,000 each in section 179 deductions from D and E, for a total of $150,000 in
section 179 deductions (for Iowa purposes) in 2019. Bank A is subject to the $100,000 Iowa section
179 deduction limitation for 2019, but because Bank A received total section 179 deductions from one
or more pass-throughs in excess of the 2019 Iowa limitation, Bank A is eligible for the special election
referenced in 59.24(2)“e”(1)“2.”

f. Income limitation. The Iowa section 179 deduction for any given year is limited to the
taxpayer’s income from active conduct in a trade or business in the same manner that the section 179
deduction is limited for federal purposes. If an allowable Iowa section 179 deduction exceeds the
taxpayer’s business income for a given year, any excess allowable Iowa section 179 deduction may be
carried forward as described in paragraph 59.24(2)“g.”

g. Carryforward. This paragraph applies only to amounts that do not exceed the Iowa section 179
deduction limitations for a given year but do exceed the taxpayer’s business income for that year. As
with the federal deduction, allowable Iowa section 179 deductions claimed in a given year that exceed
a taxpayer’s business income may be carried forward and claimed in future years. This carryforward,
if any, is calculated using only amounts up to the Iowa limit. Any federal section 179 deduction the
taxpayer claimed in excess of the Iowa limit is not an Iowa section 179 deduction and therefore is not
eligible for the carryforward described in this paragraph. Such amounts must instead be recovered as
described in paragraph 59.24(2)“e,” or in subrule 59.24(3) for taxpayers receiving the deduction from
one or more pass-through entities and making the special election as described in that subrule.

h. Difference in basis. Iowa adjustments for differences between the Iowa and federal section 179
deduction limitations may cause the taxpayer to have a different basis in the same asset for Iowa and
federal purposes. Taxpayers are required to use forms made available on the department’s website to
calculate and track these differences.

59.24(3) Section 179 deduction received from a pass-through entity. In some cases, a financial
institution that receives income from one or more pass-through entities may receive a section 179
deduction in excess of the Iowa deduction limitation listed in paragraph 59.24(2)“c” for a given year.
The financial institution may be eligible for a special election with regard to that excess section 179
deduction, as described in this subrule.
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a. Tax years beginning before January 1, 2018. For tax years beginning before January 1, 2018,
the amount of any section 179 deduction received by a financial institution subject to the franchise tax
in excess of the Iowa deduction limitation for that year is not eligible for the special election.

b. Special election available for tax years 2018 and 2019. For tax years beginning on or after
January 1, 2018, but before January 1, 2020, a financial institution subject to the franchise tax that
receives a section 179 deduction from one or more pass-through entities in excess of the Iowa deduction
limitation for that tax year may elect to deduct the excess in future years, as described in this subrule.
See rule 701—40.65(422) for rules applicable to individuals and other noncorporate entities, and see
rule 701—53.23(422) for rules applicable to corporations (both C and S corporations) and other entities
subject to the corporate income tax.

(1) This special election applies only to section 179 deductions passed through to the financial
institution by one or more other entities.

(2) If the total Iowa section 179 deduction passed through to the financial institution exceeds the
federal section 179 deduction limitation for that year, the financial institution may only use the amount
up to the federal limitation when calculating the deduction under this election. Any amount in excess of
the federal limitation shall not be deducted for Iowa purposes.

c. Section 179 assets of a financial institution. A financial institution that makes this special
election may not claim an Iowa section 179 deduction for any assets the financial institution placed in
service during the same year but must instead depreciate such assets using the modified accelerated cost
recovery system (MACRS) without regard to bonus depreciation under Section 168(k) of the Internal
Revenue Code. To the extent the financial institution claimed a federal section 179 deduction on those
assets, the Iowa depreciation deductions and any basis adjustments resulting from the difference in
timing of the recovery between Iowa law and federal law are calculated and tracked on forms made
available on the department’s website.

EXAMPLE: Bank A, a financial institution doing business in Iowa, places in service $20,000 worth
of section 179 assets in tax year 2019 and claims the deduction for the full amount for federal purposes.
Bank A is also a member of B, LLC, an entity that has elected to be taxed as a partnership for federal
purposes and does not do any business in Iowa. B, LLC also places section 179 assets in service, properly
claims a federal section 179 deduction, and passes a total of $150,000 of that deduction through to Bank
A. For federal purposes, Bank A has a total of $170,000 in section 179 deductions. Because Bank A has
section 179 deductions from a pass-through that exceed the Iowa limitation for 2019, Bank A is eligible
for the special election. Bank A makes the special election and claims the maximum Iowa section 179
deduction of $100,000 on the amount passed through from B, LLC. Under the special election, Bank A
will be allowed to deduct the remaining $50,000 passed through from B, LLC over the next five years,
as described in paragraph 59.24(3)“e.” However, because Bank A made the special election, Bank A
will be required to depreciate the entire $20,000 cost of the assets Bank A placed in service in 2019.

d. Calculating the special election. A financial institution that elects to take advantage of the
special election must first add together all section 179 deductions which the financial institution received
from all relevant pass-through entities. The financial institution must claim an aggregate Iowa section
179 deduction equal to the Iowa limit for the tax year. This amount must be subtracted from the total.
Whatever remains is the amount the financial institution will be permitted to deduct (special election
deduction) in future years.

e. Special election deduction.
(1) Calculation. This remaining amount from paragraph 59.24(3)“d” must be separated into five

equal shares.
(2) Claiming the special election deduction. The financial institution may deduct one of the five

shares in each of the next five years. The dollar limitations and reduction limitations on section 179
deductions do not apply to special deduction amounts allowed over the five-year period under this
paragraph.

(3) Excess special deduction. The special election deduction for a given year is limited to the
taxpayer’s business income for that year. Any excess may be carried forward to future years. Any
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amounts carried forward under this subparagraph shall be added to, and treated in the same manner as,
regular Iowa section 179 deduction carryforwards as described in paragraph 59.24(2)“g.”

EXAMPLE: Bank D, a financial institution doing business in Iowa, is a partner in a partnership that
does not do business in Iowa. In 2019, the partnership passes through a $600,000 federal section 179
deduction and does not recalculate the deduction for Iowa purposes because the partnership has no
obligation to file an Iowa return. Bank D claims an Iowa section 179 deduction of $100,000 (the 2019
Iowa limitation) and elects the five-year carryforward for the rest, meaning the bank will be allowed to
take a $100,000 Iowa special election deduction in each of the next five years.

In 2020, Bank D is eligible for the $100,000 deduction carried forward under the election, but the
bank only has $50,000 in business income. The deduction is limited to business income, so the bank
can only use $50,000 of the deduction in 2020. However, Bank D will be permitted to treat the excess
$50,000 as a section 179 carryforward and use it to offset business income in future years until the
deduction is used up.

f. Basis. The financial institution’s basis in the pass-through entity assets is adjusted by the full
amount of the section 179 deduction passed through in the year that the section 179 deduction is received
and is therefore the same for both Iowa and federal purposes.

g. Later tax years. For tax years beginning on or after January 1, 2020, Iowa fully conforms to
the federal section 179 deduction and special Iowa treatment for excess section 179 deductions received
from pass-throughs is not available.

This rule is intended to implement Iowa Code section 422.35 as amended by 2019 Iowa Acts, Senate
File 220.
[ARC 9103B, IAB 9/22/10, effective 10/27/10; ARC 9820B, IAB 11/2/11, effective 12/7/11; ARC 1101C, IAB 10/16/13, effective
11/20/13; ARC 4142C, IAB 11/21/18, effective 12/26/18; ARC 4517C, IAB 6/19/19, effective 7/24/19]

ALLOCATION AND APPORTIONMENT

701—59.25(422) Basis of franchise tax. Iowa Code section 422.60 imposes a franchise tax on financial
institutions (as defined in 701—subrule 57.1(2)) for the privilege of doing business within the state. The
tax is measured by net income. For financial institutions subject to the tax, the tax is levied and collected
only on income which may accrue or be recognized to the financial institutions from business done or
carried on in the state plus net income from certain sources without the state which by rule follows the
commercial domicile of the financial institution.

If a financial institution carries on business entirely within the state of Iowa, no allocation or
apportionment of its income may be made. The financial institution will be presumed to be carrying
on its business entirely within the state of Iowa if its activities are carried on only within Iowa, even
though it receives income from sources outside the state in the form of interest, dividends, royalties,
and other sources of income from intangibles.

59.25(1) Definition—doing business. The term “doing business” is used in a comprehensive sense
and includes all activities or any transactions for the purpose of financial or pecuniary gain or profit.
Irrespective of the nature of its activities, every financial institution organized for profit and carrying out
any of the purposes of its organization shall be deemed to be “doing business.” In determining whether
a financial institution is doing business, it is immaterial whether its activities actually result in a profit
or loss.

59.25(2) Definition—carrying on business partly within and partly without the state. “Carrying on
business partly within and partly without the state” means having business activities in at least one other
state sufficient to meet the minimum constitutional standards for doing business in a state under the
due process and commerce clauses of the United States Constitution. The determination of whether a
financial institution is carrying on business partly within and partly without the state must be made on a
tax-year-by-tax-year basis. The activities of past or future years have no bearing on the current year.

The following nonexclusive activities if done on a regular and continuing basis by financial
institution officers or employees in at least one other state would constitute the minimum activities
which would meet the constitutional standards for doing business in a state under the due process and
commerce clauses of the United States Constitution:

https://www.legis.iowa.gov/docs/ico/section/2018/422.35.pdf
https://www.legis.iowa.gov/docs/aco/arc/9103B.pdf
https://www.legis.iowa.gov/docs/aco/arc/9820B.pdf
https://www.legis.iowa.gov/docs/aco/arc/1101C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4142C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4517C.pdf
https://www.legis.iowa.gov/docs/ico/section/422.60.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.57.1.pdf
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a. Solicitation of loans by traveling loan officers.
b. Collection of overdue accounts.
c. Any other activities carried on in advancement, promotion, or fulfillment of the business of the

financial institution.
This rule is intended to implement Iowa Code sections 422.60 and 422.63.

701—59.26(422) Allocation and apportionment.
59.26(1) The classification of income by the labels customarily given, such as interest, dividends,

rents, and royalties, is of no aid in determining whether that income is business or nonbusiness income.
Interest, dividends, rents and royalties shall be apportioned as business income to the extent the income
was earned as a part of a financial institution’s unitary business, a portion of which is conducted in
Iowa. Mobil Oil Corp. v. Commissioner of Taxes, 455 U.S. 425 (1980); ASARCO, Inc. v. Idaho State Tax
Commission, 458 U.S. 307, 73 L.Ed.2d 787, 102 S.Ct. 3103 (1982); F. W. Woolworth Co. v. Taxation
and Revenue Dept., 458 U.S. 354, 73 L.Ed.2d 819, 102 S.Ct. 3128 (1982); Container Corporation of
America v. Franchise Tax Board, 463 U.S. 159, 77 L.Ed.2d 545, 103 S.Ct. 2933 (1983). Whether income
is part of a financial institution’s unitary business income depends upon the facts and circumstances in
the particular situation. The burden of proof is upon the taxpayer to show that the treatment of income
on the return as filed is proper. There is a rebuttable presumption that an affiliated group of financial
institutions in the same line of business have a unitary relationship, although that is not the only element
used in determining unitariness.

59.26(2) Application of related expense to nonbusiness income. Subrule 59.26(1) deals with the
separation of “net” income, therefore, determination and application of related expenses must be made,
as hereinafter directed, before allocation and apportionment within and without Iowa. Related expenses
shall mean those expenses directly related.

A directly related expense shall mean an expense which can be specifically attributed to an item of
income. Interest expense shall be considered directly related to a specific property which generates, has
generated, or could reasonably have been expected to generate gross income if the existence of all of the
facts and circumstances described below is established. Such facts and circumstances are as follows:

a. The indebtedness on which the interest was paid was specifically incurred for the purpose of
purchasing, maintaining, or improving the specific property;

b. The proceeds of the borrowing were actually applied to the specified purpose;
c. The creditor can look only to the specific property (or any lease or other interest therein) as

security for the loan;
d. It may be reasonably assumed that the return on or from the property will be sufficient to fulfill

the terms and conditions of the loan agreement with respect to the amount and timing of payment of
principal and interest; and

e. There are restrictions in the loan agreement on the disposal or use of the property consistent
with the assumptions described in “c” and “d” above.

A deduction for interest may not be considered definitely related solely to specific property, even
though the above facts and circumstances are present in form, if any of the facts and circumstances are
not present in substance. Any expense directly attributable to allocable interest, dividends, rents and
royalties shall be deducted from income to arrive at net allocable income.

EXAMPLE: For purposes of this example, it is assumed that the taxpayer has nonbusiness rental
income. The taxpayer invests in a 20-story office building. Under the terms of the lease agreements,
the taxpayer provides heat, electricity, janitorial services, and maintenance. The taxpayer also pays the
property taxes. Construction of the building was funded through borrowings which meet the criteria of
a direct expense under the provisions of this paragraph. The directly related expenses to the operation
of the property are:

https://www.legis.iowa.gov/docs/ico/section/422.60.pdf
https://www.legis.iowa.gov/docs/ico/section/422.63.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.26.pdf
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Interest expense $1,200,000
Property taxes 500,000
Depreciation 500,000
Electricity 300,000
Heat 200,000
Insurance 150,000
Janitorial services 100,000
Repairs 50,000
Total expenses $3,000,000

The directly related expense of the allocable rental income is $3,000,000.
This rule is intended to implement Iowa Code section 422.63.

701—59.27(422) Net gains and losses from the sale of assets. For purposes of administration of this
rule, a capital gain or loss shall mean the sale price or value at the time of disposal of an asset less the
adjusted basis, whether reportable as short-term or long-term capital gain or ordinary income for federal
income tax purposes.

59.27(1) Gain or loss from the sale, exchange, or other disposition of real or tangible or intangible
personal property, if the property while owned by the taxpayer was used in the taxpayer’s trade or
business, shall be apportioned by the business activity ratio applicable to the year the gain or loss
is reported on the federal income tax return and may at the taxpayer’s election be included in the
computation of the business activity ratio as follows:

a. Gain from the sale, exchange, or other disposition of real property shall be included in the
numerator if the property is located in this state.

b. Gain from the sale, exchange, or other disposition of tangible personal property shall be
included in the numerator if:

(1) The property has a situs in this state at the time of sale; or
(2) The taxpayer’s commercial domicile is in this state and the taxpayer is not taxable in the state

in which the property had a situs.
c. Gains from the sale, exchange, or other disposition of intangible personal property shall be

included in the numerator if the taxpayer’s commercial domicile is in this state.
d. All gains shall be included in the denominator of the activity ratio.
A taxpayer cannot elect to exclude or include gains or loss from the sale of assets where the election

would result in an understatement of income reasonably attributable to Iowa. Noninclusive examples of
gains or loss from the sale, exchange or other disposition of real or tangible or intangible property which
may not be included in the computation of the business activity ratio because to do so would result in an
understatement of net income reasonably attributable to Iowa are the gain recognized under an election
pursuant to Section 338 of the Internal Revenue Code or gain recognized under Section 631(a) of the
Internal Revenue Code.

59.27(2) Gain or loss from the sale, exchange, or other disposition of property not used in the
taxpayer’s trade or business shall be allocated as follows:

a. Gains or losses from the sale, exchange, or other disposition of real property located in this
state are allocable to this state.

b. Gains or losses from the sale, exchange, or other disposition of tangible personal property are
allocable to this state if:

(1) The property has a situs in this state at the time of sale; or
(2) The taxpayer’s commercial domicile is in this state and the taxpayer is not taxable in the state

in which the property had a situs.

https://www.legis.iowa.gov/docs/ico/section/422.63.pdf
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c. Gains or losses from the sale, exchange, or other disposition of intangible personal property are
allocable to this state if the taxpayer’s commercial domicile is in this state.

This rule is intended to implement Iowa Code section 422.63.

701—59.28(422) Apportionment factor. In determining the total net taxable income, the apportionable
income attributable to this state, as determined by use of the apportionment fraction, shall be added to
the nonapportionable income allocable to this state.

59.28(1) Receipts derived from transactions and activities in the regular course of trade or
business which produce business income are included in the denominator of the apportionment factor.
Income which is not subject to the Iowa franchise tax shall not be included in the computation of the
apportionment factor.

59.28(2) The numerator of the apportionment factor is that portion of the total receipts included in
the denominator of the taxpayer attributable to this state during the income year determined as follows:

a. Receipts from the lease, rental, or other use of real property shall be included in the numerator
if the real property is located in Iowa.

b. Receipts from the sale of tangible personal property shall be included in the numerator if the
property is delivered or shipped to a purchaser in this state regardless of the f.o.b. point or other conditions
of the sales.

c. Receipts from the use of tangible personal property shall be included in the numerator of the
business activity formula to the extent that property is utilized in Iowa. The extent of utilization of
tangible personal property in a state is determined by multiplying the rent by a fraction, the numerator of
which is the number of days of physical location of the property in the state during the rental period in
the taxable year and the denominator of which is the number of days of physical location of the property
everywhere during all rental periods in the taxable year. If the physical location of the property during
the rental period is unknown or not ascertainable by the taxpayer, tangible personal property is utilized
in the state in which the property was located at the time the rental payer obtained possession.

d. All royalty income from intangible personal property determined to be business income shall
be included in the numerator of the business activity formula if the taxpayer’s commercial domicile is
in Iowa. All royalty income from tangible personal property or real property determined to be business
income shall be included in the numerator of the business activity formula if the situs of the tangible
personal property or real property is within Iowa.

e. Interest and other receipts from assets in the nature of loans (including federal funds sold and
banker’s acceptances) and installment obligations shall be attributed to the state where the borrower is
located.

f. Interest income from a participating bank’s portion of participation loan shall be attributed to
the state where the borrower is located.

g. Interest income from loans solicited by traveling loan officers shall be attributed to the state
where the borrower is located.

h. Interest or service charges from bank, travel, and entertainment credit card receivables and
credit card holders’ fees shall be attributed to the state in which the credit card holder resides in the case
of an individual or, if a corporation, to the state of the corporation’s commercial domicile.

i. Merchant discount income derived from bank and financial corporation credit card holder
transactions with a merchant shall be attributed to the state in which the merchant is located. It shall be
presumed that the location of the merchant is the address on the invoice submitted by the merchant to
the taxpayer.

j. Receipts for the performance of fiduciary services are attributable to the state where the services
are principally performed.

k. Receipts from investments of a bank in securities, the income from which constitutes business
income, shall be attributed to its commercial domicile except that:

(1) Receipts from securities used to maintain reserves against deposits to meet federal and state
reserve deposit requirements shall be attributed to each state based upon the ratio that total deposits in
the state bear to total deposits everywhere.

https://www.legis.iowa.gov/docs/ico/section/422.63.pdf
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(2) Receipts from securities owned by a bank but held by a state treasurer or other public official
or pledged to secure public or trust funds deposited in the bank shall be attributed to the banking office
at which the secured deposit is maintained.

l. Receipts (fees or charges) from the issuance of traveler’s checks and money orders shall be
attributed to the state where the taxpayer’s office is located that issued the traveler’s checks. If the
traveler’s checks are issued by an independent representative or agent of the taxpayer, the fees or charges
shall be attributed to the state where the independent representative or agent issued the traveler’s checks.

m. Fees, commissions, or other compensation for financial services rendered for a customer located
in this state or an account maintained within this state.

n. Any other gross receipts resulting from the operation as a financial organization within the state
to the extent the items do not represent a recapture of an expense.

o. Receipts from management services if the recipient of the management services is located in
this state.

This rule is intended to implement Iowa Code section 422.63.
[ARC 4955C, IAB 2/26/20, effective 4/1/20; see Rescission note at end of chapter]

701—59.29(422) Allocation and apportionment of income in special cases. If a taxpayer feels that
the allocation and apportionment method as prescribed by rule 701—59.28(422) in the taxpayer’s case
results in an injustice, the taxpayer may petition the department for permission to determine the taxable
net income, both allocable and apportionable, to the state on some other basis.

The taxpayer must first file the return as prescribed by rule 701—59.28(422) and pay the tax shown
due thereon. If a change to some other method is desired, a statement of objections and schedules
detailing the alternative method shall be submitted to the department. The department shall require
detail and proof within the time as the department may reasonably prescribe. In addition, the alternative
method of allocation and apportionment will not be allowed where the taxpayer fails to produce, upon
request of the department, any information the department deems necessary to analyze the request for an
alternative method of allocation and apportionment. The petition must be in writing and shall set forth
in detail the facts upon which the petition is based. The burden of proof will be on the taxpayer as to
the validity of the method and its results. The mere fact that an alternative method of apportionment or
allocation produces a lesser amount of income attributable to Iowa is, per se, insufficient proof that the
statutory method of allocation and apportionment is invalid. Moorman Manufacturing Company v. Bair,
437 U.S. 267, 57 L.Ed.2d 197 (1978). In essence, a comparison of the statutory method of apportionment
with another formulary apportionment method is insufficient to prove that the taxpayer would be entitled
to the alternative formulary apportionment method. Moorman Manufacturing Company v. Bair, supra.

One of the possible alternative methods of allocation and apportionment is separate accounting
provided the taxpayer’s activities in Iowa are not unitary with the taxpayer’s activities outside Iowa.
Any corporation deriving income from business operations partly within and partly without Iowa must
determine that net business income attributable to this state by the prescribed formula for apportioning
net income, unless the taxpayer proved by clear and cogent evidence that the statutory formula apportions
income to Iowa out of all reasonable proportion to the business transacted within Iowa. Moorman
Manufacturing Company v. Bair, supra.

Separate accounting is not allowable for a unitary business where the separate accounting
method fails to consider factors of profitability resulting from functional integration, centralization of
management, and economics of scale. Shell Oil Company v. Iowa Department of Revenue, 414 N.W.2d
113 (Iowa 1987).

The burden of proof that the statutory method of apportionment attributes to Iowa income out of
all reasonable proportion to the business transacted within Iowa is on the taxpayer. In order to utilize
separate accounting, the taxpayer’s books and records must be kept in a manner that accurately depicts
the exact geographical source of profits. In any petition to utilize separate accounting, the taxpayer
must submit schedules which accurately depict net income by division or product line and the amount
of income earned within Iowa.

https://www.legis.iowa.gov/docs/ico/section/422.63.pdf
https://www.legis.iowa.gov/docs/aco/arc/4955C.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.28.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.28.pdf
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There are alternative methods of separate accounting utilizing different accounting principles. A
mere showing that one separate accounting method produces a result substantially different than the
statutory method of apportionment is not sufficient to justify the granting of the separate accounting
method shown. The taxpayer must not only show that the separate accounting method advocated by
the taxpayer in comparison with the statutory method of apportionment produces a result which, if the
statutory method of apportionment were used, would be out of all reasonable proportion to the business
transacted within Iowa. The taxpayer must also show that all other conceivable reasonable separate
accounting methods would show, when compared with the statutory method of apportionment, that the
statutory method of apportionment substantially produces a distorted result.

As used in this rule, “statutory method of apportionment” means the apportionment factor set forth
in rule 701—59.28(422).

All requests to use an alternative method of allocation and apportionment submitted to the
department will be considered by the compliance division if the request is the result of an audit or by
the taxpayer services and policy division if the request is received prior to audit. If the department
concludes that the statutory method of allocation and apportionment is, in fact, both inapplicable and
inequitable, the department shall prescribe a special method. The special method of allocation and
apportionment prescribed by the department may be that requested by the taxpayer or some other
method of allocation and apportionment which the department deems to equitably attribute income to
business activities carried on within Iowa.

If the taxpayer disagrees with the determination of the department, the taxpayer may file a protest
within 60 days of the date of the letter setting forth the department’s determination and the reasons
therefor in accordance with rule 701—7.8(17A). The department’s determination letter shall set forth
the taxpayer’s rights to protest the department’s determination.

If no protest is filed within the 60-day period, then no hearing will be granted on the department’s
determination under this rule. However, this does not preclude the taxpayer from subsequently raising
this question in the event that the taxpayer protests an assessment or denial of a timely refund claim, but
this issue will only be dealt with for the years involved in the assessment or timely refund claim.

The use of an alternative method of allocation and apportionment would only be applicable to the
years under consideration at the time the special method of allocation and apportionment is prescribed.
The taxpayer’s continued use of a prescribed method of allocation and apportionment will be subject to
review and change within the statutory, or legally extended period(s).

If there is a material change in the business operations or accounting procedures from those in
existence at the time the taxpayer was permitted to determine the net income earned within Iowa by
an alternative method of allocation and apportionment, the taxpayer shall apprise the department of
such changes prior to filing the taxpayer’s return for the current year. After reviewing the information
submitted, along with any other information the department deems necessary, the department will notify
the taxpayer if the alternative method of allocation and apportionment is deemed applicable.

This rule is intended to implement Iowa Code section 422.63.
[ARC 7761B, IAB 5/6/09, effective 6/10/09; ARC 0251C, IAB 8/8/12, effective 9/12/12]

Rules 701—59.25(422) to 701—59.29(422) are effective for tax years beginning on or after June 1,
1989.

[Filed 4/28/78, Notice 3/22/78—published 5/17/78, effective 6/22/78]
[Filed 9/18/78, Notice 7/26/78—published 10/18/78, effective 11/22/78]
[Filed 12/7/79, Notice 10/31/79—published 12/26/79, effective 1/30/80]

[Filed emergency 7/17/80—published 8/6/80, effective 7/17/80]
[Filed 12/5/80, Notice 10/29/80—published 12/24/80, effective 1/28/81]
[Filed 10/22/82, Notice 9/15/82—published 11/10/82, effective 12/15/82]

[Filed emergency 1/19/83—published 2/16/83, effective 1/19/83]
[Filed emergency 6/3/83—published 6/22/83, effective 6/3/83]

[Filed 3/23/84, Notice 2/15/84—published 4/11/84, effective 5/16/84]
[Filed 7/27/84, Notice 6/20/84—published 8/15/84, effective 9/19/84]
[Filed emergency 11/14/86—published 12/17/86, effective 11/14/86]

https://www.legis.iowa.gov/docs/iac/rule/701.59.28.pdf
https://www.legis.iowa.gov/docs/iac/rule/01.7.8.pdf
https://www.legis.iowa.gov/docs/ico/section/422.63.pdf
https://www.legis.iowa.gov/docs/aco/arc/7761B.pdf
https://www.legis.iowa.gov/docs/aco/arc/0251C.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.25.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.59.29.pdf
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[Filed 10/16/87, Notice 9/9/87—published 11/4/87, effective 12/9/87]
[Filed 2/5/88, Notice 12/30/87—published 2/24/88, effective 3/30/88]
[Filed 6/8/89, Notice 5/3/89—published 6/28/89, effective 8/2/89]

[Filed 9/29/89, Notice 8/23/89—published 10/18/89, effective 11/22/89]
[Filed 10/27/89, Notice 9/20/89—published 11/15/89, effective 12/20/89]◊

[Filed 9/13/90, Notice 8/8/90—published 10/3/90, effective 11/7/90]
[Filed 9/13/91, Notice 8/7/91—published 10/2/91, effective 11/6/91]
[Filed 11/7/91, Notice 10/2/91—published 11/27/91, effective 1/1/92]
[Filed 7/2/92, Notice 5/27/92—published 7/22/92, effective 8/26/92]
[Filed 9/11/92, Notice 8/5/92—published 9/30/92, effective 11/4/92]◊
[Filed 1/12/95, Notice 12/7/94—published 2/1/95, effective 3/8/95]
[Filed 2/24/95, Notice 1/4/95—published 3/15/95, effective 4/19/95]

[Filed 10/6/95, Notice 8/30/95—published 10/25/95, effective 11/29/95]
[Filed 12/1/95, Notice 10/25/95—published 12/20/95, effective 1/24/96]
[Filed 3/22/96, Notice 2/14/96—published 4/10/96, effective 5/15/96]
[Filed 10/17/97, Notice 9/10/97—published 11/5/97, effective 12/10/97]
[Filed 8/5/98, Notice 7/1/98—published 8/26/98, effective 9/30/98]

[Filed 9/17/99, Notice 8/11/99—published 10/6/99, effective 11/10/99]
[Filed 2/3/00, Notice 12/29/99—published 2/23/00, effective 3/29/00]
[Filed 6/22/00, Notice 5/17/00—published 7/12/00, effective 8/16/00]
[Filed 8/16/01, Notice 7/11/01—published 9/5/01, effective 10/10/01]
[Filed 2/14/02, Notice 1/9/02—published 3/6/02, effective 4/10/02]

[Filed 9/26/03, Notice 8/20/03—published 10/15/03, effective 11/19/03]
[Filed 1/30/04, Notice 12/24/03—published 2/18/04, effective 3/24/04]
[Filed 8/12/04, Notice 7/7/04—published 9/1/04, effective 10/6/04]
[Filed emergency 9/24/04—published 10/13/04, effective 9/24/04]

[Filed 10/22/04, Notice 9/15/04—published 11/10/04, effective 12/15/04]
[Filed 11/4/04, Notice 9/29/04—published 11/24/04, effective 12/29/04]

[Filed emergency 2/25/05—published 3/16/05, effective 2/25/05]
[Filed 9/22/05, Notice 8/3/05—published 10/12/05, effective 11/16/05]
[Filed 7/28/06, Notice 6/21/06—published 8/16/06, effective 9/20/06]
[Filed 3/7/08, Notice 1/30/08—published 3/26/08, effective 4/30/08]

[Filed ARC 7761B (Notice ARC 7632B, IAB 3/11/09), IAB 5/6/09, effective 6/10/09]
[Filed ARC 8589B (Notice ARC 8430B, IAB 12/30/09), IAB 3/10/10, effective 4/14/10]
[Filed ARC 9103B (Notice ARC 8944B, IAB 7/28/10), IAB 9/22/10, effective 10/27/10]
[Filed ARC 9820B (Notice ARC 9740B, IAB 9/7/11), IAB 11/2/11, effective 12/7/11]
[Filed ARC 0251C (Notice ARC 0145C, IAB 5/30/12), IAB 8/8/12, effective 9/12/12]
[Filed ARC 0337C (Notice ARC 0232C, IAB 7/25/12), IAB 9/19/12, effective 10/24/12]
[Filed ARC 1101C (Notice ARC 0976C, IAB 8/21/13), IAB 10/16/13, effective 11/20/13]
[Filed ARC 1303C (Notice ARC 1231C, IAB 12/11/13), IAB 2/5/14, effective 3/12/14]
[Filed ARC 4142C (Notice ARC 4022C, IAB 9/26/18), IAB 11/21/18, effective 12/26/18]
[Filed ARC 4517C (Notice ARC 4406C, IAB 4/24/19), IAB 6/19/19, effective 7/24/19]
[Filed ARC 4614C (Notice ARC 4500C, IAB 6/19/19), IAB 8/14/19, effective 9/18/19]
[Filed ARC 4955C (Notice ARC 4843C, IAB 1/1/20), IAB 2/26/20, effective 4/1/20]

[Rescinded paragraph editorially removed, IAC Supplement 7/29/20]1

◊ Two or more ARCs
1 Paragraph 59.28(2)“p” rescinded by 2020 Iowa Acts, House File 2641, section 79, effective June 29, 2020.

https://www.legis.iowa.gov/docs/aco/arc/7761B.pdf
https://www.legis.iowa.gov/docs/aco/arc/7632B.pdf
https://www.legis.iowa.gov/docs/aco/arc/8589B.pdf
https://www.legis.iowa.gov/docs/aco/arc/8430B.pdf
https://www.legis.iowa.gov/docs/aco/arc/9103B.pdf
https://www.legis.iowa.gov/docs/aco/arc/8944B.pdf
https://www.legis.iowa.gov/docs/aco/arc/9820B.pdf
https://www.legis.iowa.gov/docs/aco/arc/9740B.pdf
https://www.legis.iowa.gov/docs/aco/arc/0251C.pdf
https://www.legis.iowa.gov/docs/aco/arc/0145C.pdf
https://www.legis.iowa.gov/docs/aco/arc/0337C.pdf
https://www.legis.iowa.gov/docs/aco/arc/0232C.pdf
https://www.legis.iowa.gov/docs/aco/arc/1101C.pdf
https://www.legis.iowa.gov/docs/aco/arc/0976C.pdf
https://www.legis.iowa.gov/docs/aco/arc/1303C.pdf
https://www.legis.iowa.gov/docs/aco/arc/1231C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4142C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4022C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4517C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4406C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4614C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4500C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4955C.pdf
https://www.legis.iowa.gov/docs/aco/arc/4843C.pdf
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CHAPTER 230
EXEMPTIONS PRIMARILY BENEFITING MANUFACTURERS AND

OTHER PERSONS ENGAGED IN PROCESSING

Rules in this chapter include cross references to provisions in 701—Chapters 15, 18 and 26 that were
applicable prior to July 1, 2004.

701—230.1 Reserved.

701—230.2(423) Carbon dioxide in a liquid, solid, or gaseous form, electricity, steam, and taxable
services used in processing. An expanded definition of “processing” is allowed to manufacturers of
food products for human consumption using carbon dioxide in a liquid, solid, or gaseous form, electricity,
steam, and taxable services. For the purposes of this rule, the rental or leasing of tangible personal
property is treated as the furnishing of a taxable service and not as the sale of tangible personal property.

230.2(1) Rescinded IAB 1/2/19, effective 2/6/19.
230.2(2) The following activities constitute processing when performed by a manufacturer to create

food products for human consumption. Any carbon dioxide in a liquid, solid, or gaseous form, electricity,
steam, or other taxable services primarily used in the performance of these activities is exempt from tax.

a. Treatment of material that changes its form, context, or condition in order to produce a
marketable food product for human consumption. “Special treatment” of the material to change its
form, context, or condition is not necessary to lawfully claim the exemption. Examples of “treatment”
which would not be “special” are the following: the washing, sorting and grading of fruits or vegetables;
the washing, sorting, and grading of eggs; and the mixing or agitation of liquids. By way of contrast,
sterilization would be “special treatment.”

b. Maintenance of the quality or integrity of the food product and the maintenance or the changing
of temperature levels necessary to avoid spoilage or to hold the food inmarketable condition. Any carbon
dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service used in freezers,
heaters, coolers, refrigerators, or evaporators used in cooling or heating which holds the food product
at a temperature necessary to maintain quality or integrity or to avoid spoilage of the food or to hold
the food product in marketable condition is exempt from tax. It is not necessary that the taxable service
be used to raise or lower the temperature of the food. Also, processing of food products for human
consumption does not cease when the food product is in marketable form. Any carbon dioxide in liquid,
solid, or gaseous form, electricity, steam, or taxable service used to maintain or to change a temperature
necessary to keep the product marketable is exempt from tax.

c. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or other taxable service
primarily used in the maintenance of environmental conditions necessary for the safe or efficient use of
machinery or material used to produce the food product is exempt from tax. For example, electricity used
to air-condition a room in which meat is stored is exempt from tax if the purpose of the air conditioning is
to maintain the meat in a condition in which it is easy to slice rather than for the comfort of the employees
who work in the room.

d. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or taxable service
primarily used in sanitation and quality control activities is exempt from tax. Nonexclusive examples
exempt from tax include taxable services used in pH meters, microbiology counters and incubators used
to test the purity or sanitary nature of a food product. For example, electricity used in egg-candling lights
would be exempt from tax. Also, electricity, steam, or any taxable service used to power equipment
which cleans and sterilizes food production equipment would be exempt from tax. Electricity used to
power refrigerators used to store food samples for testing would be exempt from tax. Finally, electricity
used to power “bug lights” or other insect-killing equipment used in areas where food products are
manufactured or stored would be exempt from tax.

e. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or taxable service used
in the formation of packaging for marketable food products for human consumption is exempt from tax.
For example, electricity used in plastic bottle-forming machines by a food manufacturer is exempt from

https://www.legis.iowa.gov/docs/iac/chapter/701.15.pdf
https://www.legis.iowa.gov/docs/iac/chapter/701.18.pdf
https://www.legis.iowa.gov/docs/iac/chapter/701.26.pdf
https://www.legis.iowa.gov/docs/aco/bulletin/01-02-2019.pdf
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tax if the plastic bottles will be used to hold a marketable food product, such as milk. Any electricity,
steam, or other taxable service used in the heating, compounding, liquefying and forming of plastic
pellets into these plastic bottles is exempt.

f. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or taxable service used
in placement of the food product into shipping containers is exempt from tax. For example, electricity
used by a food manufacturer to place food products into packing cases, pallets, crates, shipping cases,
or other similar receptacles is exempt.

g. Any carbon dioxide in liquid, solid, or gaseous form, electricity, steam, or taxable service used
to move material which will become a marketable food product or used to move the marketable food
product itself until shipment from the building of manufacture is exempt from tax. This includes, but
is not limited to, taxable services used in pumps, conveyors, forklifts, and freight elevators moving the
material or food product and taxable services used in door openers which open doors for forklifts or other
devices moving the material or product. Any loading dock which is attached to a building of manufacture
is a part of that building. Any electricity, steam, or taxable service used to move any food products to
a loading dock is exempt from tax. If a food product is carried outside its building of manufacture by
any conveyor belt system, electricity used by any portion of the system located outside the building is
taxable.

This rule is intended to implement 2005 Iowa Code Supplement subsection 423.3(49).
[ARC 4218C, IAB 1/2/19, effective 2/6/19]

701—230.3(423) Services used in processing. Electricity, steam, or any taxable service is used in
processing only if the service is used in any operation which subjects raw material to some special
treatment which changes, by artificial or natural means, the form, context, or condition of the raw
material and results in a change of the raw material into marketable tangible personal property intended
to be sold ultimately at retail. The following are nonexclusive examples of what would and would not
be considered electricity, steam, or taxable services used in processing:

230.3(1) The sales price from the sale of electricity or steam consumed as power or used in the actual
processing of tangible personal property intended to be sold ultimately at retail would be exempt from
tax. The sales price is to be distinguished from that of electricity or steam consumed for the purpose
of lighting, ventilating, or heating manufacturing plants, warehouses, or offices. The latter sales price
would be taxable.

230.3(2) The sales price from electricity used in the freezing of tangible personal property, ultimately
to be sold at retail, to make the property marketable would be exempt from sales tax. See Fischer
Artificial Ice & Cold Storage Co. v. Iowa State Tax Commission, 81 N.W.2d 437 (Iowa 1957).

230.3(3) Electricity used merely in the refrigeration or the holding of tangible personal property for
the purpose of preventing spoilage or to preserve the property in its present state would not be “used in
processing” and, therefore, its sales price would be subject to tax. See Fischer Artificial Ice, supra.

Measurement of taxable and nontaxable use of electricity and steam. The exemption provided in the
case of electricity or steam applies only upon the sales price from the sale of electricity or steam when
the energy is consumed as power or is used in the processing of food products or other tangible personal
property intended to be sold ultimately at retail, as distinguished from electricity or steam which is
consumed for taxable purposes. When practical, electricity or steam consumed as power or used
directly in processing must be separately metered and separately billed by the supplier thereof to clearly
distinguish energy so consumed from electricity or steam which is consumed for purposes or under
conditions in which the exemption would not apply. If it is impractical to separately meter electricity
or steam which is exempt from that electricity or steam upon which tax will apply, the purchaser
must furnish an exemption certificate to the supplier with respect to what percentage of electricity or
steam in the case of each purchaser is subject to the exemption. Reference 701—subrule 15.3(2). The
exemption certificate must be supported by a study showing how the percentage was developed. When
a certificate and study are accepted by the supplier as a basis for determining exemption, any changes
in the processing method, changes in equipment or alterations in plant size or capacity affecting the
percentage of exemption will necessitate the filing of a new and revised statement by the purchaser.

https://www.legis.iowa.gov/docs/ico/section/2005/423.3.pdf
https://www.legis.iowa.gov/docs/aco/arc/4218C.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.15.3.pdf
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When the electric or steam energy is separately metered, enabling the supplier to accurately apply the
exemption in the case of processing energy, the purchaser need only file an exemption certificate since
the supplier, under such conditions, will separately record and compute the consumption of energy
which is exempt from tax apart from that energy which is subject to tax.

This rule is intended to implement Iowa Code section 423.3(49).

701—230.4(423) Chemicals, solvents, sorbents, or reagents used in processing. Chemicals,
solvents, sorbents, and reagents directly used and consumed, dissipated, or depleted in processing
tangible personal property intended to be sold ultimately at retail shall be exempt from sales and use
tax. For the purpose of this processing exemption rule, free newspapers and shoppers’ guides are
considered to be retail sales. See 701—Chapter 211 for definition of the words “chemicals,” “solvents,”
“sorbents,” and “reagents.”

For the purpose of this rule, a catalyst is considered to be a chemical, solvent, sorbent, or reagent.
A catalyst is a substance which promotes or initiates a chemical reaction and, as such, is exempt from
tax if consumed, dissipated, or depleted during processing of tangible personal property intended to be
ultimately sold at retail.

To qualify for this exemption, all of the following conditions must be met:
1. The item must be a chemical, solvent, sorbent, or reagent.
2. The chemical, solvent, sorbent, or reagent must be directly used and consumed, dissipated, or

depleted during processing as defined in referenced rule 701—18.29(422,423).
3. The processing must be performed on tangible personal property intended to be sold ultimately

at retail.
4. The chemical, solvent, sorbent, or reagent need not become an integral or component part of

the processed tangible personal property.
This rule is intended to implement Iowa Code section 423.3(50).

701—230.5(423) Exempt sales of gases used in the manufacturing process. Sales of argon and other
similar gases to be used in the manufacturing process are exempt from tax. For the purposes of this
rule, only inert gases are gases that are similar to argon. An “inert gas” is any gas that is normally
chemically inactive. It will not support combustion and cannot be used as either a fuel or as an oxidizer.
Argon, helium, neon, krypton, radon, and xenon are inert gases. Oxygen, hydrogen, and methane are
nonexclusive examples of gases that are not inert. These sales are exempt only if the gas is purchased by
a “manufacturer,” for use in “processing,” as those terms are defined in subrules 230.15(3) and 230.15(4).

This rule is intended to implement Iowa Code section 423.3(51).
[ARC 2349C, IAB 1/6/16, effective 2/10/16; see Rescission note at end of chapter; ARC 2768C, IAB 10/12/16, effective 11/16/16]

701—230.6(423) Sale of electricity to water companies. The sales price from the sale of electricity to
water companies assessed for property tax pursuant to Iowa Code sections 428.24, 428.26, and 428.28,
which is used solely for the purpose of pumping water from a river or well is exempt from sales tax. For
the purposes of this rule, “river” means a natural body of water or waterway that is commonly known as
a river. “Well,” for the purposes of this rule, means an issue of water from the earth; a mineral spring;
a pit or hole sunk into the earth to reach a water supply; a shaft or hole sunk to obtain oil, water, gas,
etc.; or a shaft or excavation in the earth, in mining, from which run branches. Pacific Gas and Electric
Company v. Hufford, 319 P.2d 1033, 1040 (Calif. 1957), citing Webster’s New International Dictionary,
2nd ed., unabridged.

This rule is intended to implement Iowa Code section 423.3(52).

701—230.7(423) Wind energy conversion property. The sales price from the sale of property used to
convert wind energy to electrical energy or the sales price from the sale of materials used to manufacture,
install, or construct property used to convert wind energy to electrical energy is exempt from tax.

For the purposes of this rule, “property used to convert wind energy to electrical energy” means
any device which converts wind energy to usable electrical energy including, but not limited to, wind

https://www.legis.iowa.gov/docs/ico/section/423.3.pdf
https://www.legis.iowa.gov/docs/iac/chapter/701.211.pdf
https://www.legis.iowa.gov/docs/ico/section/423.3.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.15.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.15.pdf
https://www.legis.iowa.gov/docs/ico/section/423.3.pdf
https://www.legis.iowa.gov/docs/aco/arc/2349C.pdf
https://www.legis.iowa.gov/docs/aco/arc/2768C.pdf
https://www.legis.iowa.gov/docs/ico/section/428.24.pdf
https://www.legis.iowa.gov/docs/ico/section/428.26.pdf
https://www.legis.iowa.gov/docs/ico/section/428.28.pdf
https://www.legis.iowa.gov/docs/ico/section/423.3.pdf
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chargers, windmills, wind turbines, pad mount transformers, substations, power lines, and tower
equipment.

This rule is intended to implement Iowa Code section 423.3(53).

701—230.8(423) Exempt sales or rentals of core making and mold making equipment, and sand
handling equipment. This rule is applicable to the period beginning on or after July 1, 2004.

230.8(1) Exempt sales and rentals of machinery and equipment. The sales price from sales or rentals
of core making, mold making, and sand handling machinery and equipment directly and primarily used
by a foundry in the mold making process is exempt from tax. For the purposes of this rule, a “foundry”
is an establishment where metal, but not plastic, is melted and poured into molds. A nonexclusive list of
equipment which may be exempt under this rule includes sand storage tanks, conveyers, patterns, mallor
controllers, and sand mixers. A nonexclusive list of items which would not be exempted by this rule
includes sand and other materials (as opposed to equipment) used to build molds or cores, and supplies.
Services used in the mold making process are not exempted from tax by this rule. For the purposes of this
rule, core making, mold making, and sand handling equipment also include replacement parts necessary
for the operation of the equipment which is used directly and primarily by a foundry in the mold making
process. Reference 701—subrule 18.58(1) for definitions of “directly used,” “equipment,” “machinery,”
“replacement part” and “supplies.”

230.8(2) Exempt sales of fuel and electricity. The sales price from sales of fuel used in creating
heat, power, or steam for, or used for generating electric current for, or electric current sold for use in
machinery or equipment the sale or rental of which is exempt under subrule 230.8(1) is exempt from tax.

230.8(3) Exempt design and installation services. The sales price from furnishing design and
installation services, including electrical and electronic installation, of machinery and equipment
the sale or rental of which is exempt under subrule 230.8(1) is exempt from tax. Reference rule
701—26.16(422) for characterizations of the words “installation” and “electronic installation.”

This rule is intended to implement Iowa Code section 423.3(82).

701—230.9(423) Chemical compounds used to treat water. Chemical compounds placed in water
which is ultimately sold at retail should be purchased exempt from the tax. The chemical compounds
become an integral part of property sold at retail. Chemical compounds placed in water which is directly
used in processing are exempt from the tax, even if the water is consumed by the processor and not sold
at retail.

Chemical compounds which are used to treat water that is not sold at retail or which are not used
directly in processing shall be subject to tax. An example would be chlorine or other chemicals used to
treat water for a swimming pool.

Special boiler compounds used by processors when live steam is injected into the mash or substance,
whereby the steam liquefies and becomes an integral part of the product intended to be sold at retail and
also becomes a part of the finished product, shall be exempt from tax.

This rule is intended to implement Iowa Code section 423.3(50).

701—230.10(423) Exclusive web search portal business and its exemption. Effective on or after July
1, 2007, a business that qualifies as a web search portal business that has a physical location in Iowa and
that meets specific criteria may obtain an exemption from sales and use tax on specific purchases that
are used in the operation and maintenance of the web search portal business. This exemption from sales
and use tax also applies to the affiliates of a qualifying web search portal business.

230.10(1) Definitions. For the purpose of this exemption, the following definitions apply:
a. “Affiliate” means an entity that directly or indirectly controls, is controlled with or by, or is

under common control with another entity.
b. “Control” means any of the following:
(1) In the case of a United States corporation, the ownership, directly or indirectly, of 50 percent

or more of the voting power to elect directors.
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(2) In the case of a foreign corporation, if the voting power to elect the directors is less than 50
percent, the maximum amount allowed by applicable law.

(3) In the case of an entity other than a corporation, 50 percent or more ownership interest in the
entity, or the power to direct the management of the entity.

c. “Web search portal business” means an entity among whose primary businesses is to provide a
search portal to organize information; to access, search, and navigate the internet, including research and
development to support capabilities to organize information; and to provide internet access, navigation,
and search functionalities.

230.10(2) Criteria to claim exemption. The following govern whether a business qualifies for an
exemption from sales and use tax on purchases made or leases executed by a web search portal business:

a. All of the following requirements must be met by a web search portal business for the purpose
of this exemption:

(1) The business of the purchaser or lessee shall be as a provider of a web search portal.
(2) The web search portal business shall have a physical location in Iowa that is used for the

operations and maintenance of the web search portal site on the internet, including but not limited to
research and development to support capabilities to organize information and to provide internet access,
navigation, and search.

(3) The web search portal business shall make a minimum investment in an Iowa physical
location of $200 million within the first six years of operation in Iowa beginning with the date the
web search portal business initiates site preparation activities. The minimum investment includes the
initial investment, including land and subsequent acquisition of additional adjacent land and subsequent
investment at the Iowa location.

(4) The web search portal business shall purchase, option, or lease Iowa land not later than
December 31, 2008, for any initial investment. However, the December 31, 2008, date shall not affect
the future purchases of adjacent land and additional investment in the initial or adjacent land to qualify
as part of the minimum investment for purposes of this exemption.

b. Aggregation to meet requirements. A web search portal business that is seeking an exemption
from sales and use tax under this exemption may meet the requirements found in subparagraphs
230.10(2)“a”(1) to (4) above, by aggregating various Iowa investments and other requirements with
its business affiliates.

c. Failure to meet investment qualifications. If a web search portal business claiming exemption
from sales and use tax under this exemption fails to meet at least 80 percent of the minimum investment
amount required within the first six years of operation beginning with the initiation of the site preparation
activities by the web search portal business, the web search portal business will lose the right to claim this
exemption from sales and use tax. Immediately following the loss of the right to claim this exemption
from sales and use tax, the web search portal business is required to pay all sales or use taxes that would
have been due on the purchase or rental of all purchases previously claimed exempt from sales and use
tax, plus any and all applicable statutory penalty and interest due on the tax.

230.10(3) Exempt purchases. Sales and leases of the following are exempt from sales and use tax
when sold or leased to a qualifying web search portal business:

a. Computers and equipment that are necessary for the maintenance and operation of the web
search portal business;

b. All equipment used for the operation and maintenance of the cooling system for the computers
and equipment used in the operation of the web search portal;

c. All equipment used for the operation and maintenance of the cooling towers for the cooling
system referenced in paragraph “b” above;

d. All equipment used for the operation and maintenance of the temperature control infrastructure
for the computers and equipment used in the operation of the web search portal;

e. All equipment used for the operation andmaintenance of the power infrastructure that is used for
the transformation, distribution, or management of electricity used for the operation and maintenance of
the web search portal. This equipment includes, but is not limited to, exterior dedicated business-owned
power substations, backup power generation systems, battery systems, and related infrastructure;

https://www.legis.iowa.gov/docs/iac/rule/701.230.10.pdf
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f. All equipment used in the racking system, including cabling and trays;
g. Fuel purchased by the web search portal business that is used in the backup power generation

system and in all items listed in paragraphs “a” to “f.” This provision includes the fuel used in backup
generators that may be located outside of the building that are used if power is interrupted to ensure the
web search portal continues operation; and

h. Electricity purchased for use in operating the web search portal.
230.10(4) Limitation of exemption. The purchases or leases of the items listed in subrule 230.10(3)

are only exempt if the items being purchased or leased are being used in the operation or maintenance of
the web search portal business. Such purchases or leases will not be exempt from sales or use tax if the
item is to be used in the business for another purpose not related to operations or maintenance. Examples
of items included in this limitation include but are not limited to:

a. Electricity not used for operation or maintenance, such as in the office or employee break room;
b. Tangible personal property used in areas of the web search portal facility that is not used for

operation or maintenance, such as cleaning equipment and supplies;
c. Building materials that become part of real property, such as concrete, steel or roofing; and
d. Tangible personal property that becomes part of real property, such as a dishwasher.
230.10(5) Initial date of exemption. The exemption from sales and use tax begins on and after the

date of the initial investment in or the initiation of site preparation activities for the facility that will
contain the qualifying web search portal business.

This rule is intended to implement 2007 Iowa Code Supplement section 423.3(92).

701—230.11(423) Web search portal business and its exemption. Effective on or after July 1, 2008, a
business that qualifies as a web search portal business that has a physical location in Iowa and that meets
specific criteria may obtain an exemption from sales and use tax on specific purchases that are used in
the operation and maintenance of the web search portal business. This exemption from sales and use tax
also applies to the affiliates of a qualifying web search portal business.

230.11(1) Definitions. For the purpose of this exemption, the following definitions apply:
“Affiliate” means an entity that directly or indirectly controls, is controlled with or by, or is under

common control with another entity.
“Control” means any of the following:
1. In the case of a United States corporation, the ownership, directly or indirectly, of 50 percent

or more of the voting power to elect directors.
2. In the case of a foreign corporation, if the voting power to elect the directors is less than 50

percent, the maximum amount allowed by applicable law.
3. In the case of an entity other than a corporation, 50 percent or more ownership interest in the

entity, or the power to direct the management of the entity.
“Web search portal business”means an entity whose business among other businesses is to provide a

search portal to organize information; to access, search, and navigate the Internet, including research and
development to support capabilities to organize information; or to provide Internet access, navigation,
or search functionalities.

230.11(2) Criteria to claim exemption. The following governs whether a business qualifies for an
exemption from sales and use tax on purchases made or leases executed by a web search portal business:

a. Requirements. All of the following requirements must be met by a web search portal business
for the purpose of this exemption:

(1) The business, among other businesses, of the purchaser or lessee shall be as a provider of a web
search portal.

(2) The web search portal business shall have a physical location in Iowa that is used for the
operations and maintenance of the web search portal site on the Internet, including but not limited to
research and development to support capabilities to organize information and to provide Internet access,
navigation, and search functionality.

(3) The web search portal business shall make a minimum investment in an Iowa physical
location of $200 million within the first six years of operation in Iowa beginning with the date the
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web search portal business initiates site preparation activities. The minimum investment includes the
initial investment, including land and subsequent acquisition of additional adjacent land and subsequent
investment at the Iowa location.

(4) The web search portal business shall purchase, option, or lease Iowa land not later than
December 31, 2008, for any initial investment. However, the December 31, 2008, date shall not affect
the future purchases of adjacent land and additional investment in the initial or adjacent land to qualify
as part of the minimum investment for purposes of this exemption.

b. Aggregation to meet requirements. A web search portal business that is seeking an exemption
from sales and use tax under this exemption may meet the requirements found in subparagraphs
230.11(2)“a”(1) to (4) by aggregating various Iowa investments and other requirements with its
business affiliates.

c. Failure to meet investment qualifications. If a web search portal business claiming exemption
from sales and use tax under this exemption fails to meet at least 80 percent of the minimum investment
amount required within the first six years of operation beginning with the initiation of the site preparation
activities by the web search portal business, the web search portal business will lose the right to claim this
exemption from sales and use tax. Immediately following the loss of the right to claim this exemption
from sales and use tax, the web search portal business is required to pay all sales or use taxes that would
have been due on the purchase or rental of all purchases previously claimed exempt from sales and use
tax, plus any and all applicable statutory penalty and interest due on the tax.

230.11(3) Exempt purchases. Sales and leases of the following are exempt from sales and use tax
when sold or leased to a qualifying web search portal business:

a. Computers and equipment that are necessary for the maintenance and operation of the web
search portal business;

b. All equipment used for the operation and maintenance of the cooling system for the computers
and equipment used in the operation of the web search portal business;

c. All equipment used for the operation and maintenance of the cooling towers for the cooling
system referenced in paragraph “b”;

d. All equipment used for the operation and maintenance of the temperature control infrastructure
for the computers and equipment used in the operation of the web search portal business;

e. All equipment used for the operation and maintenance of the power infrastructure that is used
for the transformation, distribution, or management of electricity used for the operation and maintenance
of the web search portal business. This equipment includes, but is not limited to, exterior dedicated
business-owned power substations; and back-up power generation systems, battery systems, and related
infrastructure;

f. All equipment used in the racking system, including cabling and trays;
g. Fuel purchased by the web search portal business that is used in the back-up power generation

system and in all items listed in paragraphs “a” to “f.” This includes the fuel used in the back-up
generators that may be located outside the building and that are used if power is interrupted to ensure
the web search portal business continues operation; and

h. Electricity purchased for use in operating the web search portal business.
230.11(4) Limitation of exemption. The purchase or lease of the items listed in subrule 230.11(3) is

only exempt if the items being purchased or leased are being used in the operation or maintenance of the
web search portal business. Such purchases or leases will not be exempt from sales or use tax if the item
is to be used in the business for another purpose. For example, the purchase of electricity for use in the
office portion of the web search portal facility would not be exempt. The purchase of building materials
that become real property would not be exempt. For example, the purchase of a dishwasher that will be
built into a kitchen area in the break room for employees would not be exempt from tax. The purchase of
a dishwasher is the purchase of tangible personal property. However, upon installation, the dishwasher
becomes part of the building and realty and is not exempt from Iowa sales or use tax.
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230.11(5) Initial date of exemption. The exemption from sales and use tax begins on and after the
date of the initial investment in or the initiation of site preparation activities for the facility that will
contain the qualifying web search portal business.

This rule is intended to implement Iowa Code section 423.3 as amended by 2008 Iowa Acts, House
File 2233, section 1.

701—230.12(423) Large data center business exemption. Effective on or after July 1, 2009, a data
center business that has a physical location in Iowa and that meets specific criteria may obtain an
exemption from sales and use tax on specific purchases that are used in the operation and maintenance
of the data center business.

230.12(1) Definitions. For the purpose of this rule, the following definitions apply:
“Data center” means a building rehabilitated or constructed to house a group of networked server

computers in one physical location in order to centralize the storage, management, and dissemination of
data and information pertaining to a particular business, taxonomy, or body of knowledge.

“Data center business” means an entity whose business, among other businesses, is to operate a
data center.

230.12(2) Criteria to claim exemption. The following govern whether a business qualifies for an
exemption from sales and use tax on purchases made or leases executed by a data center business:

a. Requirements. All of the following requirements must be met by a data center business for the
purpose of this exemption:

(1) The business, among other businesses, of the purchaser or lessee shall be as a provider of a data
center.

(2) The data center business shall have a physical location in Iowa that is, in the aggregate, at least
5,000 square feet in size used for the operation and maintenance of the data center.

1. A data center facility includes, but is not limited to, the centralization, storage, management
and dissemination of data and information.

2. The physical location shall include the mechanical and electrical systems, redundant or
backup power supplies, redundant data communications connections, environmental controls, and fire
suppression systems for the data center business. The data center business’s physical location may
also include a restricted access area employing advanced physical security measures such as video
surveillance systems and card-based security or biometric security access systems.

(3) The data center business shall make a minimum investment in an Iowa physical location of
$200 million within the first six years of operation in Iowa beginning with the date the data center
business initiates site preparation activities. The minimum investment includes the initial investment,
including land and subsequent acquisition of additional adjacent land and subsequent investment at the
Iowa location.

(4) The data center business shall comply with the applicable sustainable design and construction
standards in Iowa Administrative Code 661—Chapter 310 as established by the state building code
commissioner pursuant to Iowa Code section 103A.8B.

b. Failure to meet investment qualifications. If a data center business claiming exemption from
sales and use tax under this exemption fails to meet at least 80 percent of the minimum investment
amount required within the first six years of operation beginning with the initiation of the site preparation
activities by the data center business, the data center business will lose the right to claim this exemption
from sales and use tax. Immediately following the loss of the right to claim this exemption from sales
and use tax, the data center business is required to pay all sales and use taxes that would have been due
on the purchase or rental of all purchases previously claimed exempt from sales and use tax, plus any
and all applicable statutory penalty and interest due on the tax.

230.12(3) Exempt purchases. Sales and leases of the following are exempt from sales and use tax
when sold or leased to a qualifying data center business:

a. Computers and equipment that are necessary for the maintenance and operation of the data
center business;
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b. All equipment used for the operation and maintenance of the cooling system for the computers
and equipment used in the operation of the data center business;

c. All equipment used for the operation and maintenance of the cooling towers for the cooling
system referenced in paragraph “b”;

d. All equipment used for the operation and maintenance of the temperature control infrastructure
for the computers and equipment used in the operation of the data center business;

e. All equipment used for the operation and maintenance of the power infrastructure that is
used for the transformation, distribution, or management of electricity used for the operation and
maintenance of the data center business. This equipment includes, but is not limited to, exterior
dedicated business-owned power substations and backup power generation systems, battery systems,
and related infrastructure;

f. All equipment used in the racking system, including cabling and trays;
g. Fuel purchased by the data center business that is used in the backup power generation system

and in all items listed in paragraphs “a” to “f.” This includes the fuel used in the backup generators that
may be located outside the building and that are used if power is interrupted to ensure the data center
business continues operation; and

h. Electricity purchased for use in operating the data center business.
230.12(4) Limitation of exemption. The purchase or lease of the items listed in subrule 230.12(3) is

only exempt if the items being purchased or leased are being used in the operation or maintenance of the
data center business. Such purchases or leases will not be exempt from sales or use tax if the item is to
be used in the business for another purpose. For example:

a. The purchase of electricity for use in the office portion of the data center business facility would
not be exempt.

b. The purchase of building materials that become real property would not be exempt. For
example, the purchase of a dishwasher that will be built into a kitchen area in the break room for
employees would not be exempt from tax. Although the purchase of a dishwasher is the purchase of
tangible personal property, upon installation, the dishwasher becomes part of the building and realty
and, therefore, is not exempt from Iowa sales and use tax.

230.12(5) Initial date of exemption. The exemption from sales and use tax begins on and after the
date of the initial investment in or the initiation of site preparation activities for the facility that will
contain the qualifying data center business.

This rule is intended to implement Iowa Code section 423.3 as amended by 2009 Iowa Acts, Senate
File 478, sections 197 through 202.
[ARC 8602B, IAB 3/10/10, effective 4/14/10]

701—230.13(423) Data center business sales and use tax refunds. Effective on or after July 1, 2009,
data center businesses in Iowa meeting certain criteria may make an annual application to the department
for a refund of 50 percent of the sales and use tax paid on the sales price of certain computers, equipment,
fuel, and electricity used in the operation of the data center business.

230.13(1) Definitions. For the purpose of this rule, the following definitions apply:
“Data center” means a building rehabilitated or constructed to house a group of networked server

computers in one physical location in order to centralize the storage, management, and dissemination of
data and information pertaining to a particular business, taxonomy, or body of knowledge.

“Data center business” means an entity whose business, among other businesses, is to operate a
data center.

“Refund year” means the year beginning with the date of initial site preparation of the data center
facility.

“Rehabilitation”means a process of substantial repair, remodeling, or alteration, which may include
but is not limited to upgrading mechanical systems, plumbing, roofing, wiring, windows, and heating
and cooling systems, and performing significant interior or exterior structural modification. Although
they may be included as part of an overall rehabilitation project, singular actions such as the installation
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of a new information system or cosmetic changes to the interior or exterior appearance of a building do
not, in and of themselves, constitute a rehabilitated building.

230.13(2) Basis and criteria for refunds. The amount, type, and length of refunds available to
data center businesses depend upon the dollar amount of investment made, the type of construction
undertaken, and the size in square feet of the facility.

a. Investment of $136 million to $200 million. Data center businesses which make investments in
an Iowa facility of $136 million to $200 million in the first six years of operations and which facility
contains at least 5,000 square feet are eligible for a refund of 50 percent of the sales and use tax paid on
qualifying computers and equipment, backup fuel, and electricity for the first seven years of operation.

b. Investment of $10 million to $136 million—new construction. Data center businesses which
make investments of $10million to $136million in the first six years of operations in the new construction
of an Iowa facility that is at least 5,000 square feet are eligible for a refund of 50 percent of the sales and
use tax paid on qualifying computers and equipment, backup fuel, and electricity for the first ten years
of operation.

c. Investment of $5 million to $136 million—rehabilitation. Data center businesses which make
investments of $5 million to $136 million in the first six years of operations in the rehabilitation of an
Iowa facility that is at least 5,000 square feet are eligible for a refund of 50 percent of the sales and use
tax paid on qualifying computers and equipment, backup fuel, and electricity for the first ten years of
operation.

d. Investment of $1 million to $10 million—new construction. Data center businesses which make
investments of $1 million to $10 million in the first three years of operations in the new construction of
an Iowa facility of any size are eligible for a refund of 50 percent of the sales and use tax paid on fuel
and electricity for the first five years of operation.

e. Investment of $1 million to $5 million—rehabilitation. Data center businesses which make
investments of $1 million to $5 million in the first three years of operations in the rehabilitation of an
Iowa facility of any size are eligible for a refund of 50 percent of the sales and use tax paid on fuel and
electricity for the first five years of operation.

230.13(3) Purchases eligible for refunds. Sales and leases of the following are eligible for a refund
of 50 percent of the sales and use tax paid when sold or leased to a qualifying data center business:

a. Computers and equipment that are necessary for the maintenance and operation of the data
center business;

b. All equipment used for the operation and maintenance of the cooling system for the computers
and equipment used in the operation of the data center business;

c. All equipment used for the operation and maintenance of the cooling towers for the cooling
system referenced in paragraph “b”;

d. All equipment used for the operation and maintenance of the temperature control infrastructure
for the computers and equipment used in the operation of the data center business;

e. All equipment used for the operation and maintenance of the power infrastructure that is
used for the transformation, distribution, or management of electricity used for the operation and
maintenance of the data center business. This equipment includes, but is not limited to, exterior
dedicated business-owned power substations and backup power generation systems, battery systems,
and related infrastructure;

f. All equipment used in the racking system, including cabling and trays;
g. Fuel purchased by the data center business that is used in the backup power generation system

and in all items listed in paragraphs “a” to “f.” This includes the fuel used in the backup generators that
may be located outside the building and that are used if power is interrupted to ensure the data center
business continues operation; and

h. Electricity purchased for use in operating the data center business.
230.13(4) Sustainable design standards. In order to claim the refunds detailed in subrule 230.13(3),

paragraphs “a” through “h,” data center businesses must comply with the sustainable design and
construction standards as required by Iowa Administrative Code 661—Chapter 310 as established by
the state building code commissioner pursuant to Iowa Code section 103A.8B.
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230.13(5) Failure to meet investment qualifications. If a data center business claiming a refund of
sales and use tax under this rule fails to meet at least 80 percent of the minimum investment amount
required within the first six years of operation beginning with the initiation of the site preparation
activities by the data center business, the data center business will lose the right to claim the refund of
sales and use tax. Immediately following the loss of the right to claim the refund of sales and use tax, the
data center business is required to return the refund of sales and use tax paid on qualifying computers,
equipment, fuel, and electricity, plus any and all applicable statutory penalty and interest due on the tax.

230.13(6) Limitation of refunds.
a. Use in operation or maintenance. The purchase or lease of the items listed in subrule 230.13(3)

is only eligible for a refund of sales and use tax if the items being purchased or leased are being used in
the operation or maintenance of the data center business. Such purchases or leases will not be eligible for
a refund of sales and use tax if the item is to be used in the business for another purpose. For example:

(1) The purchase of electricity for use in the office portion of the data center business facility would
not be eligible for a refund.

(2) The purchase of building materials that become real property would not be eligible for a refund.
For example, the purchase of a dishwasher that will be built into a kitchen area in the break room for
employees would not be eligible for a refund of tax. Although the purchase of a dishwasher is the
purchase of tangible personal property, upon installation, the dishwasher becomes part of the building
and realty and, therefore, is not eligible for a refund of Iowa sales and use tax.

b. State sales tax only. Refunds issued under this rule may not exceed 5 percent of the sales price
of computers and equipment listed in subrule 230.13(3) and the fuel used to create heat, power and
steam for processing or generating electrical current or from the sales price of electricity consumed by
computers, machinery, or other equipment for operation of the data center business facility. The refund
will not include any local option sales and services taxes.

c. Qualifying dates for fuel and electricity refund. To qualify for the 50 percent refund, the
following must be on or after the first day of the first month through the last day of the last month of
the refund year:

(1) The dates of the utility billing or meter reading cycle for the sale or furnishing of metered gas
and electricity;

(2) The dates of the sale or furnishing of fuel for purposes of commercial energy; and
(3) The delivery of the fuel used for purposes of commercial energy.
230.13(7) Form and filing requirements.
a. Form. The owner of a data center business seeking a refund of sales and use tax imposed upon

the sale or lease of any qualifying computers, equipment, fuel, and electricity must complete and file
with the department Form IA 843, Claim for Refund. All of the information on the Claim for Refund
must be completed.

b. Due date. The refund request form must be filed with the department no later than one year
after the purchase of the qualifying computers, equipment, fuel, or electricity and within three months
after the end of the refund year. The refund for sales and use tax begins with purchases made on and
after July 1, 2009, or on and after the date of the initial investment in or the initiation of site preparation
activities for the facility that will contain the qualifying data center business.

c. Date required. The refund request must include detailed schedules of the items being claimed
including dates of purchase of tangible personal property, amount of purchase, and tax paid. The purchase
of fuel and electricity must be computed and documented separately from other purchases.

d. Affidavit. In addition to completing and filing Form IA 843, Claim for Refund, the owner of
a data center business seeking a refund as specified in this rule must also complete and file with the
department an affidavit certifying that qualifications for the refund have been met. The affidavit must be
filed prior to any refund request and must be approved by the department before a refund claim can be
filed. The following format must be used for the affidavit:

Iowa Department of Revenue
Sales Tax Refund Affidavit
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NAME OF AFFIANT

ADDRESS OF AFFIANT } AFFIDAVIT FOR
DATA CENTER BUSINESS

The undersigned duly swears that the named data center business complies with criteria to be entitled
to refund of sales tax as required in Iowa Code section 423.4 as follows:

1. The facility is a data center business as defined by Iowa Code section 423.4(8) or 423.4(9);
2. The data center business facility will be a minimum of 5,000 square feet, as applicable, located

upon Iowa land; and located at ______________________________________; with total square footage
of ____________;

3. The data center business will make an investment of (check only one):
□ $136 million to $200 million within the first six years of operation (refund available for first

seven years).
□ $10 million to $136 million for new construction within the first six years of operation (refund

available for first ten years).
□ $5 million to $136 million for rehabilitation of an existing facility within the first six years of

operation (refund available for first ten years).
□ $1 million to $10 million for new construction within the first three years of operation (refund

of tax paid on fuel and electricity only; refund available for first five years).
□ $1 million to $5 million for rehabilitation of an existing facility within the first three years of

operation (refund of tax paid on fuel and electricity only; refund available for first five years).
4. The data center business facility will be constructed in accordance with the sustainable design

and construction standards as required by Iowa Administrative Code 661—Chapter 310 and established
by the building code commissioner pursuant to Iowa Code section 103A.8B;

5. Construction of the data center business facility was commenced on or after July 1, 2009; and
the date of the initial site preparation or building rehabilitation was _____________; and

6. Purchases of qualifying computers, equipment, fuel or electricity were made on or after July 1,
2009.

The undersigned duly swears that he or she is the owner of the qualifying data center business or
that the undersigned is the authorized representative of the qualifying data center business and has the
authority to sign this document. The undersigned swears that he or she has personal knowledge regarding
the facts contained in this affidavit and that the statements set forth in this affidavit are true and accurate
and that the qualifying data center business has met all of the requirements as contained herein.

___________________________________________________________ _____________
Name of Affiant Date
___________________________________________________________
Position of Affiant

This rule is intended to implement Iowa Code section 423.4 as amended by 2009 Iowa Acts, Senate
File 478, sections 198 through 202.
[ARC 8602B, IAB 3/10/10, effective 4/14/10]

701—230.14(423) Exemption for the sale of computers, machinery, equipment, replacement parts,
supplies, and materials used to construct or self-construct computers, machinery, equipment,
replacement parts, and supplies used for certain manufacturing purposes if the sale occurs
on or after July 1, 2016. Rules 701—230.14(423) to 701—230.20(423) exempt the sales price of
computers, machinery, equipment, replacement parts, supplies, and materials used to construct or
self-construct computers, machinery, equipment, replacement parts, and supplies when used in an
exempt manufacturing purpose. Rule 701—230.21(423) exempts the purchase of fuel used in such
computers, machinery, and equipment. Rule 701—230.22(423) exempts the service of designing or
installing such machinery and equipment. Rules 701—230.14(423) to 701—230.22(423) apply to sales
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of such products occurring on or after July 1, 2016. For sales occurring prior to July 1, 2016, see rule
701—18.58(422,423).

230.14(1) Generally. The sales price of computers, machinery, equipment, replacement parts,
supplies, and materials used to construct or self-construct computers, machinery, equipment,
replacement parts, and supplies is exempt from sales and use tax if the property is any of the following:

a. Directly and primarily used in processing by a manufacturer (see rule 701—230.15(423)).
b. Directly and primarily used to maintain the integrity of the product or to maintain unique

environmental conditions required for either the product or the computers, machinery, and equipment
used in processing by a manufacturer, including test equipment used to control quality and specifications
of the product (see rule 701—230.16(423)).

c. Directly and primarily used in research and development of new products or processes of
processing (see rule 701—230.17(423)).

d. Computers used in processing or storage of data or information by an insurance company,
financial institution, or commercial enterprise (see rule 701—230.18(423)).

e. Directly and primarily used in recycling or reprocessing of waste products (see rule
701—230.19(423)).

f. Pollution-control equipment used by a manufacturer, including but not limited to that required
or certified by an agency of this state or of the United States government (see rule 701—230.20(423)).

g. Fuel used in creating heat, power, steam, or for generating electrical current, or from the sale
of electricity, consumed by computers, machinery, or equipment used in an exempt manner described in
paragraph “a,” “b,” “c,” “e,” or “f” (see rule 701—230.21(423)).

230.14(2) Computers, machinery, equipment, replacement parts, supplies, and materials used to
construct or self-construct computers, machinery, equipment, replacement parts, and supplies.

a. Computers. Rescinded by 2020 Iowa Acts, House File 2641, section 97, effective July 1, 2020.
b. Machinery. “Machinery” is any mechanical, electrical, or electronic device designed and used

to perform some function and to produce a certain effect or result. The term includes not only the basic
unit of the machinery, but also any adjunct or attachment necessary for the basic unit to accomplish its
intended function. Machinery also includes all devices used or required to control, regulate, or operate
a piece of machinery, provided such devices are directly connected with or are an integral part of the
machinery and are used primarily for control, regulation, or operation of machinery. Other devices
necessary to the operation of or used in conjunction with the operation of what would be ordinarily
thought of as machinery are also considered to be machinery.

c. Equipment. In general usage, “equipment” refers to devices or tools used to produce a final
product or achieve a given result. Exempt “equipment” under these rules includes tables on which
property is assembled on an assembly line, if those tables are directly and primarily used in processing
by a manufacturer.

d. Replacement parts. “Replacement part” means tangible personal property other than
computers, machinery, equipment, or supplies, regardless of the cost or useful life of the tangible
personal property, that meets all of the following conditions:

(1) The tangible personal property replaces a component of a computer, machinery, or equipment,
which component is capable of being separated from the computer, machinery, or equipment;

(2) The tangible personal property performs the same or similar function as the component it
replaced; and

(3) The tangible personal property restores the computer, machinery, or equipment to an operational
condition, or upgrades or improves the efficiency of the computer, machinery, or equipment.

e. Supplies. “Supply” means tangible personal property, other than computers, machinery,
equipment, or replacement parts, that meets one of the following conditions:

(1) The tangible personal property is to be connected to a computer, machinery, or equipment and
requires regular replacement because the item is consumed or deteriorates during use. Such supplies
include, but are not limited to, saw blades, drill bits, filters, and other similar items with a short useful
life.
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(2) The tangible personal property is used in conjunction with a computer, machinery, or equipment
and is specially designed for use in manufacturing specific products and may be used interchangeably
and intermittently on a particular computer, machine, or piece of equipment. Such supplies include, but
are not limited to, jigs, dies, tools, and other similar items.

(3) The tangible personal property comes into physical contact with other tangible personal
property used in processing and is used to assist with or maintain conditions necessary for processing.
Such supplies include, but are not limited to, cutting fluids, oils, coolants, lubricants, and other similar
items with a short useful life.

(4) The tangible personal property is directly and primarily used in an activity described in rules
701—230.14(423) to 701—230.20(423). Such supplies include, but are not limited to, prototype
materials and testing materials.

f. Materials used to construct or self-construct computers, machinery, equipment, replacement
parts, and supplies. “Materials used to construct or self-construct computers, machinery, equipment,
replacement parts, and supplies” means tangible personal property that is incorporated into a computer,
machinery, equipment, replacement part, or supply when the computer, machinery, equipment,
replacement part, or supply is constructed or assembled.

g. Exclusions. Sales of the following property, or materials used to construct or self-construct the
following property, are not exempt under rules 701—230.14(423) to 701—230.20(423) regardless of
how the property is used.

(1) Land.
(2) Intangible property.
(3) Hand tools. “Hand tool” means a tool that can be held in the hand or hands and is powered by

human effort.
(4) Point-of-sale equipment and computers. “Point-of-sale equipment and computers”means input,

output, and processing equipment and computers used to consummate a sale and to record or process
information pertaining to a sale transaction at the time the sale takes place and is located at the counter,
desk, or other specific point where the transaction occurs. Point-of-sale equipment and computers do
not include equipment and computers used primarily for depositing or withdrawing funds from financial
institution accounts.

(5) Certain centrally assessed industrial machinery, equipment, and computers. Property that is
centrally assessed by the department of revenue under Iowa Code sections 428.24 to 428.29 or chapters
433, 434, 437, 437A, 437B, and 438 does not qualify for exemption under rules 701—230.14(423) to
701—230.20(423). Property used but not owned by personswhose property is defined by such provisions
of the Iowa Code, which would be assessed by the department of revenue if the persons owned the
property, also does not qualify for exemption under rules 701—230.14(423) to 701—230.20(423).

(6) Vehicles subject to registration. The general sales and use tax does not apply to vehicles subject
to registration under Iowa Code chapter 321. Instead, such vehicles are subject to the fee for new
registration under Iowa Code section 321.105A. Vehicles subject to registration are not exempt from
the fee for new registration under rules 701—230.14(423) to 701—230.20(423), unless the vehicle is
directly and primarily used in recycling or reprocessing of waste products (see rule 701—230.19(423)).

h. Examples. When used for an exempt purpose under rules 701—230.14(423) to
701—230.20(423), the following items may be exempt computers, machinery, equipment, replacement
parts, or supplies. This list is not all-inclusive.

(1) Coolers, including coolers that do not change the nature of materials stored in them.
(2) Equipment that eliminates bacteria.
(3) Palletizers.
(4) Storage bins.
(5) Property used to transport raw, semifinished, or finished goods.
(6) Vehicle-mounted cement mixers.
(7) Self-constructed machinery and equipment.
(8) Packaging and bagging equipment, including conveyer systems.
(9) Equipment that maintains an environment necessary to preserve a product’s integrity.

https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf
https://www.legis.iowa.gov/docs/ico/section/428.24-29.pdf
https://www.legis.iowa.gov/docs/ico/chapter/433.pdf
https://www.legis.iowa.gov/docs/ico/chapter/434.pdf
https://www.legis.iowa.gov/docs/ico/chapter/437.pdf
https://www.legis.iowa.gov/docs/ico/chapter/437A.pdf
https://www.legis.iowa.gov/docs/ico/chapter/437B.pdf
https://www.legis.iowa.gov/docs/ico/chapter/438.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.20.pdf
https://www.legis.iowa.gov/docs/ico/chapter/321.pdf
https://www.legis.iowa.gov/docs/ico/section/321.105A.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.19.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf
https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf


IAC 7/29/20 Revenue[701] Ch 230, p.15

(10) Equipment that maintains a product’s integrity directly.
(11) Quality control equipment.
(12) Water used for cooling.
230.14(3) Leased and rented property. The exemptions under rules 701—230.14(423) to

701—230.22(423) apply to property regardless of how it is sold, including leased or rented property.
The lease of computers, machinery, equipment, replacement parts, or supplies may be exempt from
sales and use tax if the lessee uses the property in an exempt manner under rules 701—230.14(423) to
701—230.20(423). Additionally, a lessor’s purchase of computers, machinery, equipment, replacement
parts, or supplies for lease or resale may be an exempt sale for resale under Iowa Code section 423.3(2).

230.14(4) Record keeping. Individuals claiming an exemption must always be able to prove they
qualify for the exemption. To claim the exemptions described in this rule, purchasers must be able
to prove that computers, machinery, equipment, replacement parts, supplies, and materials used to
construct or self-construct the same are used for an exempt purpose under rules 701—230.14(423)
to 701—230.20(423). When both exempt and nonexempt machinery and equipment are used in the
same facility, replacement parts and supplies used in the machinery and equipment are exempt under
these rules only to the extent the purchaser can prove which replacement parts and supplies were used
in the exempt machinery and equipment. Detailed, contemporaneous records should be maintained
to verify that qualifying property is used for an exempt purpose. The precise records required may
vary from purchaser to purchaser. Computers, machinery, equipment, replacement parts, supplies, and
materials used to construct or self-construct the same are not exempt under rules 701—230.14(423) to
701—230.20(423) if the property is not used for an exempt purpose.

This rule is intended to implement Iowa Code section 423.3(47) as amended by 2016 Iowa Acts,
House File 2433.
[ARC 2768C, IAB 10/12/16, effective 11/16/16; see Rescission note at end of chapter]

701—230.15(423) Exemption for the sale of property directly and primarily used in processing by
a manufacturer if the sale occurs on or after July 1, 2016. The sales price of computers, machinery,
equipment, replacement parts, supplies, and materials used to construct or self-construct computers,
machinery, equipment, replacement parts, and supplies is exempt from sales and use tax when the
property is directly and primarily used in processing by a manufacturer. For sales occurring prior to
July 1, 2016, see rule 701—18.58(422,423).

230.15(1) Required elements. To qualify for exemption under this rule, the purchaser must prove
the property is:

a. Computers, machinery, equipment, replacement parts, supplies, or materials used to construct
or self-construct computers, machinery, equipment, replacement parts, or supplies (see subrule
230.14(2));

b. Directly used (see subrule 230.15(2));
c. Primarily used (see subrule 230.15(2));
d. Used in processing (see subrule 230.15(3)); and
e. Used by a manufacturer (see subrule 230.15(4)).
230.15(2) Directly and primarily used.
a. Directly used.
(1) Generally. Property is “directly used” only if it is used to initiate, sustain, or terminate an

exempt activity. In determining whether any property is “directly used,” consideration should be given
to the following factors:

1. The physical proximity of the property to the exempt activity;
2. The temporal proximity of the use of the property to the use of other property that is directly

used in the exempt activity; and
3. The active causal relationship between the use of the property and the exempt activity. The

fact that a particular piece of property may be essential to the conduct of the activity because its use is
required either by law or practical necessity does not, of itself, mean that the property is directly used.

(2) Examples. The following property typically is not directly used in an exempt manner:
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1. Property used exclusively for the comfort of workers, such as air cooling, air conditioning, or
ventilation systems.

2. Property used in support operations, such as a machine shop, where production machinery is
assembled, maintained, or repaired.

3. Property used by administrative, accounting, or personnel departments.
4. Property used by security, fire prevention, first aid, or hospital stations.
5. Property used in communications or safety.
b. Primarily used. The primary use of property is the activity or activities for which the property

is used more than half of the time.
230.15(3) Processing.
a. Generally. “Processing” means a series of operations in which materials are manufactured,

refined, purified, created, combined, transformed, or stored by a manufacturer, ultimately into tangible
personal property. Processing encompasses all activities commencing with the receipt or producing
of raw materials by the manufacturer and ending at the point products are delivered for shipment or
transferred from the manufacturer. Processing includes, but is not limited to, refinement or purification
of materials; treatment of materials to change their form, context, or condition; maintenance of the
quality or integrity of materials, components, or products; maintenance of environmental conditions
necessary for materials, components, or products; quality control activities; construction of packaging
and shipping devices; placement into shipping containers or any type of shipping device or medium;
and the movement of materials, components, or products until shipment from the processor. “Receipt
or producing of raw materials” means activities performed upon tangible personal property only. With
respect to raw materials produced from or upon real estate, “production of raw materials” is deemed to
occur immediately following the severance of the raw materials from the real estate.

b. The beginning of processing. Processing begins with a processor’s receipt or production of raw
material. Thus, when a processor produces its own raw material, it is engaged in processing. Processing
also begins when a supplier transfers possession of raw materials to a processor.

c. The completion of processing. Processing ends when the finished product is transferred from
the processor or delivered for shipment by the processor. Therefore, a processor’s packaging, storage,
and transport of a finished product after the product is in the form in which it will be sold at retail are
part of the processing of the product.

d. Examples of the beginning, intervening steps, and the ending of processing. Of the following,
Examples A and B illustrate when processing begins under various circumstances; Example C
demonstrates the middle stages of processing; and Example D demonstrates when the end of processing
takes place.

EXAMPLEA: Company Amanufactures fine furniture. Company A owns a grove of walnut trees that
it uses as raw material. Company A’s employees cut the trees, transport the logs to Company A’s facility,
store the logs in a warehouse to begin the curing process, and eventually take the logs to Company
A’s sawmill. The walnut trees are real property while they are growing. Thus, no “production of raw
materials” has occurredwith regard to the trees until they have been severed from the soil and transformed
into logs. Processing of the logs begins when they are placed on vehicles for transport to Company A’s
factory. However, if the transport vehicles are “vehicles subject to registration,” the vehicles are not
exempt from the fee for new registration under this rule (see subparagraph 230.14(2)“g”(6)).

EXAMPLE B: Company A from the previous example also buys mahogany logs from a supplier in
Honduras. Company A uses its equipment to offload the logs from railroad cars at its facility. Company
A then stores and saws the logs as previously described in Example A. Processing begins when Company
A offloads the logs from the railroad cars.

EXAMPLE C: Company C is a microbrewery. It uses a variety of kettles, vats, tanks, tubs, and other
containers to mix, cook, ferment, settle, age, and store the beer it brews. Company C also uses a variety
of pipes and pumps to move the beer among the various containers involved in the activity of brewing.
All stages of this brewing are part of processing, including fermentation or aging (the transformation of
the raw materials from one state to another) as well as the storage of hops in a bin and the storage of beer
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prior to bottling (the holding of materials in an existing state). Any movement of the product between
containers is also a part of processing.

EXAMPLED: After the brewing process is complete, Company C places its beer in various containers,
stores the beer, and moves the beer to Company C’s customers by a common carrier that picks up the
beer at Company C’s facility. Company C’s activities of placing the beer into bottles, cans, and kegs,
storing the beer after packaging, and moving the beer by use of a forklift to the common carrier’s pickup
site are part of processing.

230.15(4) Manufacturer.
a. Generally. Iowa Code section 423.3(47)“d”(4) abrogates The Sherwin-Williams Company

v. Iowa Department of Revenue, 789 N.W.2d 417 (Iowa 2010).
b. Definitions.
“Construction contracting” means engaging in or performing a construction contract as defined in

rule 701—219.8(423).
“Manufacturer” means the same as defined in Iowa Code section 423.3(47).
“Transporting for hire”means the service ofmoving persons or property for consideration, including

but not limited to the use of a “personal transportation service” as that term is described in Iowa Code
section 423.2(6) and rule 701—26.80(422,423).

c. Primarily engaged in an excluded activity. A person is not considered a manufacturer if the
person is “primarily engaged” in any of the activities listed in Iowa Code section 423.3(47)“d”(4)(c). A
person is “primarily engaged” in an activity if the person generates more than 50 percent of the person’s
gross revenue from its operating business from, or spends more than 50 percent of the person’s time
engaging in, any combination of those activities during the 12-month period after the date the person
engages in one of the listed activities.

EXAMPLE 1: Company A makes widgets and repairs widgets damaged during use by its customers.
Company A generates 70 percent of its revenue making widgets, and its employees spend 80 percent
of their time making widgets. The remainder of its revenue and time are attributed to widget repair.
Company A is not primarily engaged in “repairing tangible personal property or real property” (Iowa
Code section 423.3(47)“d”(4)(c)(ii)) or any of the other enumerated activities from Iowa Code section
423.3(47)“d”(4)(c) because only 30 percent of its revenue and 20 percent of employee time are attributed
to widget repair.

EXAMPLE 2A: Company B makes concrete and sells it for resale or directly to individual consumers
without entering into a construction contract. Company B generates 100 percent of its revenue from
such sales of concrete, and its employees spend 95 percent of their time making concrete during the
12-month period after it claims to be a manufacturer. Company B is not excluded from being considered
a manufacturer because Company B’s production and sale of concrete are not part of construction
contracting (Iowa Code section 423.3(47)“d”(4)(c)(i)).

EXAMPLE 2B: Company B begins construction contracting to sell its concrete. After 12 months of
construction contracting (Iowa Code section 423.3(47)“d”(4)(c)(i)), Company B generates 55 percent of
its revenue from construction contracting and 45 percent from resale sales or sales directly to consumers
and spends 40 percent of its time performing construction contracts. Company B is no longer considered
a manufacturer starting 12 months from the date it began construction contracting because it generates
more than 50 percent of its gross revenue from construction contracting.

230.15(5) Manufacturing.
a. Activities commonly understood to be manufacturing. “Manufacturing” means the same as

defined in Iowa Code section 423.3(47).
b. Premises primarily used to make retail sales.
(1) A person engaged in activities on a premises primarily used to make retail sales is not engaged

in manufacturing at that premises and cannot claim this exemption for items used at that premises.
(2) The following are “premises primarily used to make retail sales”:
1. Restaurants.
2. Mobile food vendors, vehicles, trailers, and other facilities used for retail sales.
3. Retail bakeries.
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4. Prepared food retailers establishments.
5. Bars and taverns.
6. Racing and gaming establishments.
7. Racetracks.
8. Casinos.
9. Gas stations.
10. Convenience stores.
11. Hardware and home improvement stores.
12. Grocery stores.
13. Paint or paint supply stores.
14. Floral shops.
15. Other retail stores.
c. Rebuttable presumption. In addition to the premises listed in paragraph 230.15(5)“b,” a

premises shall be presumed to be “primarily used to make retail sales” when more than 50 percent of
the gross sales of a business and its affiliates attributable to the premises are retail sales sourced to the
premises under Iowa Code section 423.15(1)“a.”

(1) For purposes of paragraph 230.15(5)“c”:
“Attributable to the premises” means sales of tangible personal property at the premises or shipped

from the premises to another location for sale or eventual sale.
“Premises” means any contiguous parcels, as defined in Iowa Code section 426C.1, which are

owned, leased, rented, or occupied by a business or its affiliates and are operated by that business or
its affiliates for a common business purpose. A “common business purpose” means the participation
in any stage of manufacturing, production, or sale of a product. Whether a business is operating for a
common business purpose is a fact-based determination that will depend on the individual circumstances
at issue.

(2) Calculation. If a business seeking to claim this exemption makes retail sales sourced to a
premises under Iowa Code section 423.15(1)“a” and the location is not one of those listed in paragraph
230.15(5)“b,” the business shall determine whether a specific premises are primarily used to make
retail sales by determining the amount of retail sales sourced to the premises under Iowa Code section
423.15(1)“a” during the 12-month period after the date the tangible personal property claimed to be
exempt is used at the premises. The calculation should be done as follows:

Retail sales sourced to the premises
______________________________

Gross sales attributable to the premises

If the result is less than or equal to 0.5 (or 50 percent), the premises is not primarily used to make
retail sales. If the result is greater than 0.5, the premises is presumed to be primarily used to make retail
sales.

(3) Rebutting the presumption. If a premises is presumed to be primarily used to make retail sales
under subparagraph 230.15(5)“c”(2), a manufacturer may prove to the department the premises is not
primarily used to make retail sales by providing information regarding the following nonexclusive list
of factors to support its assertion:

1. The square footage of the premises allocated to the manufacturing process.
2. The number of employees or employee work hours allocated to the manufacturing process.
3. The wages and salaries of employees working at the premises allocated to the manufacturing

process.
4. The cost of operating the premises attributable to the manufacturing process.
The department’s determination shall be a fact-based determination based on the information

provided by a manufacturer and the individual circumstances at issue.
EXAMPLE 1: Company A owns a centralized facility where it makes widgets and distributes them to

several of its own retail stores for retail sale. The retail stores are not contiguous to the centralized facility.
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Company A purchases a widget maker for its centralized facility and seeks to claim this exemption.
Because the widgets sold are sold at the retail stores, the sales of those widgets are sourced to the retail
stores where the sales occur. Therefore, none of the sales are retail sales sourced to the centralized
facility. Because Company A does not make retail sales sourced to the centralized facility, the centralized
facility is not primarily used to make retail sales.

EXAMPLE 2A: Company A makes widgets at its premises in Iowa, known as Location 1. Company
A sells its widgets to retailers for resale and also makes some retail sales that are sourced to Location 1.

Twelve months ago, Company A purchased and put into use at Location 1 a new molding machine
for making new widgets. Company A paid tax on the sales price of the molding machine at the time of
purchase. During the 12-month period after Company A first used the molding machine, 2 percent of
the gross sales attributable to Location 1 were from retail sales sourced to Location 1 and 98 percent of
the gross sales attributable to Location 1 were from sales of widgets to retailers.

Because less than half of the sales attributable to Location 1 during the 12-month period after the
molding machine was first used at Location 1 were generated from retail sales sourced to Location 1,
Location 1 is not primarily used to make retail sales. Therefore, if Company A’s use of the molding
machine satisfies all other requirements of the exemption, Company A’s activities occurring on the
premises constitute manufacturing.

EXAMPLE 2B: Same facts as in Example 2A, except that Company A also owns a second,
noncontiguous premises in Iowa, known as Location 2. At Location 2, Company A operates a factory
that makes the same types of widgets as Location 1. Company A also makes substantial retail sales that
are sourced to Location 2.

Twelve months ago, Company A purchased new molding machines for Location 1 and Location 2.
Company A paid tax on the sales price of the molding machines. During this 12-month period, 2 percent
of the gross sales attributable to Location 1 were retail sales sourced to Location 1 and 98 percent of
the gross sales attributable to Location 1 were from sales of widgets to distributors. Also during this
12-month period, 60 percent of the gross sales attributable to Location 2 were retail sales sourced to
Location 2 and 40 percent of the gross sales attributable to Location 2 were from sales of widgets to
distributors.

With respect to Location 1, the outcome is the same as in Example 1A. Because less than half of
the sales attributable to Location 1 during the 12-month period after the molding machine was used at
Location 1 were generated from retail sales sourced to Location 1, Location 1 is not primarily used to
make retail sales.

However, Location 2 is presumed to be primarily used to make retail sales because more than half
of the gross sales attributable to Location 2 are from retail sales sourced to Location 2.

EXAMPLE 2C: Same facts as in Example 2B. Company A decides to purchase newmolding machines
for both Location 1 and Location 2. Relying on the exemption determinations for the prior year, Company
A pays sales tax on the purchase price of the molding machine for Location 2 but tenders an exemption
certificate for the purchase of the molding machine for Location 1 and does not pay sales tax on that
transaction.

Twelve months pass since the new molding machines were used at their respective locations. At
Location 1, the gross sales attributable to the premises and retail sales sourced to the premises remained
the same. However, at Location 2, Company A experienced a decrease in on-site retail sales and an
increase in distribution sales. Because of a shift in sales, 45 percent of the gross sales attributable to
Location 2 were retail sales sourced to Location 2, and 55 percent of the gross sales attributable to
Location 2 were from sales of widgets to distributors.

Therefore, this year, Location 2 is no longer presumed to be primarily used to make retail sales
because in the 12 months after the machine was used at Location 2, less than half of the gross sales
attributable to Location 2 were from retail sales sourced to Location 2.

EXAMPLE 3A: Company A owns a premises on which it makes baseball bats. A portion of the
premises is leased to Company B, which operates a retail store on the premises that sells clothing and is
not commonly understood to be a manufacturer. Company A and Company B are unaffiliated entities.
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Company A is seeking to purchase several new lathes to use in its bat production. In the last year, 95
percent of Company A’s gross sales attributable to the premises came from selling bats to distributors,
and 5 percent of Company A’s gross sales attributable to the premises were from retail sales at a small
on-site location. Also in the last year, 100 percent of Company B’s gross sales attributable to the premises
were from on-site retail sales.

Because Company A and Company B are not affiliated in any way, none of Company B’s sales are
attributable to Company A. Therefore, for purposes of Company A’s determining its eligibility to claim
the exemption, Company A’s premises are not primarily used to make retail sales because less than half
of its gross sales attributable to the premises are from retail sales sourced to the premises.

EXAMPLE 3B: Same facts as in Example 3A, except that Company B is an affiliate of Company A.
The result is the same; while Company B is an affiliate of Company A, the premises are not being

operated for a common business purpose because Company B is not selling any of the bats manufactured
by Company A. Therefore, none of Company B’s business is attributable to Company A. For purposes of
Company A’s determining its eligibility to claim the exemption, Company A’s premises are not primarily
used to make retail sales because less than half of its gross sales attributable to the premises are from
retail sales sourced to the premises.

EXAMPLE 3C: Same facts as in Example 3A, except that Company B is an affiliate of Company A
and instead of operating a clothing store, Company B operates a sporting goods store where it sells some
of the bats manufactured by Company A.

In this case, Company B’s sales are attributable to Company A because both companies use the
premises for a common business purpose: the sale of baseball bats manufactured by Company A.
Therefore, the gross sales attributable to the premises of both Company A and Company B must be
included in Company A’s gross sales attributable to the premises. The premises will be presumed to be
primarily used to make retail sales if the combined retail sales by Company A and Company B that are
sourced to the premises exceed 50 percent of the gross sales attributable to the premises.

EXAMPLE 4: Company A owns a premises not included in the list above at which it makes widgets.
Company A sells 15 percent of its widgets by delivery to customers’ homes, 30 percent to wholesalers,
and the remaining 55 percent directly to customers who pick up widgets at the premises. Company A’s
premises is presumed to be primarily used to make retail sales.

Company A dedicates 75 percent of the square footage of the premises to the production of widgets,
20 percent to storage, and 5 percent to a loading dock. Company A employs a total of 50 people, 40
of whom work on the production floor making widgets. Company A’s production staff accounts for 80
percent of its total wages and salaries paid to all employees. The cost of operating the widget production
area accounts for 90 percent of Company A’s total expenses. Upon claiming this exemption, Company
A provides information satisfactory to the department to demonstrate these facts. Company A qualifies
for the exemption.

230.15(6) Replacement parts and supplies.
a. Replacement parts. To qualify for exemption under this rule, replacement parts must satisfy

the definition contained in paragraph 230.14(2)“d.” In addition to the other requirements, an exempt
replacement part must replace a component of a computer, machinery, or equipment that is directly
and primarily used in processing by a manufacturer. Tangible personal property is not an exempt
replacement part under this rule if the property exclusively replaces a component of a computer,
machinery, or equipment that is not directly and primarily used in processing by a manufacturer.

b. Supplies. To qualify for exemption under this rule, suppliesmust satisfy the definition contained
in paragraph 230.14(2)“e.” In addition to the other requirements, an exempt supply must be connected
to, be used in conjunction with, or come into physical contact with a computer, machinery, or equipment
that is directly and primarily used in processing by a manufacturer, or an exempt supply must itself be
directly and primarily used in processing by a manufacturer. Tangible personal property is not an exempt
supply under this rule if the property exclusively is connected to, is used in conjunction with, or comes

https://www.legis.iowa.gov/docs/iac/rule/701.230.14.pdf
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into physical contact with a computer, machinery, or equipment that is not directly and primarily used
in processing by a manufacturer.

This rule is intended to implement Iowa Code section 423.3(47)“a”(1).
[ARC 2768C, IAB 10/12/16, effective 11/16/16; ARC 4218C, IAB 1/2/19, effective 2/6/19; ARC 5099C, IAB 7/15/20, effective
8/19/20]

701—230.16(423) Exemption for the sale of property directly and primarily used by a
manufacturer to maintain integrity or unique environmental conditions if the sale occurs on or
after July 1, 2016. The sales price of computers, machinery, equipment, replacement parts, supplies
and materials used to construct or self-construct computers, machinery, equipment, replacement parts,
and supplies is exempt from sales and use tax when the property is directly and primarily used to
maintain the integrity of the product or to maintain unique environmental conditions required for
either the product or the computers, machinery, and equipment used in processing by a manufacturer,
including test equipment used to control quality and specifications of the product. For sales occurring
prior to July 1, 2016, see rule 701—18.58(422,423).

230.16(1) Required elements. To qualify for exemption under this rule, the purchaser must prove
the property is:

a. Computers, machinery, equipment, replacement parts, supplies, or materials used to construct
or self-construct computers, machinery, equipment, replacement parts, or supplies (see subrule
230.14(2));

b. Directly used (see subrule 230.15(2));
c. Primarily used (see subrule 230.15(2));
d. Used by a manufacturer (see subrule 230.15(4)); and
e. Used to maintain:
(1) A manufactured product’s integrity;
(2) Unique environmental conditions required for a manufactured product; or
(3) Unique environmental conditions required for other computers, machinery, equipment,

replacement parts, or supplies directly and primarily used in processing by a manufacturer.
230.16(2) Replacement parts and supplies.
a. Replacement parts. To qualify for exemption under this rule, replacement parts must satisfy

the definition contained in paragraph 230.14(2)“d.” In addition to the other requirements, an exempt
replacement part must replace a component of a computer, machinery, or equipment that is directly and
primarily used to maintain the integrity of the product or to maintain unique environmental conditions
required for either the product or the computers, machinery, and equipment used in processing by
a manufacturer. Tangible personal property is not an exempt replacement part under this rule if the
property exclusively replaces a component of a computer, machinery, or equipment that is not directly
and primarily used to maintain the integrity of the product or to maintain unique environmental
conditions required for either the product or the computers, machinery, and equipment used in
processing by a manufacturer.

b. Supplies. To qualify for exemption under this rule, suppliesmust satisfy the definition contained
in paragraph 230.14(2)“e.” In addition to the other requirements, an exempt supplymust be connected to,
be used in conjunction with, or come into physical contact with a computer, machinery, or equipment that
is directly and primarily used to maintain the integrity of the product or to maintain unique environmental
conditions required for either the product or the computers, machinery, and equipment used in processing
by amanufacturer, or an exempt supplymust itself be directly and primarily used tomaintain the integrity
of the product or to maintain unique environmental conditions required for either the product or the
computers, machinery, and equipment used in processing by a manufacturer. Tangible personal property
is not an exempt supply under this rule if the property exclusively is connected to, is used in conjunction
with, or comes into physical contact with a computer, machinery, or equipment that is not directly and
primarily used to maintain the integrity of the product or to maintain unique environmental conditions
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required for either the product or the computers, machinery, and equipment used in processing by a
manufacturer.

230.16(3) Example of property directly and primarily used to maintain integrity or unique
environmental conditions. Amanufacturer purchases a cooling system or heating system that qualifies as
machinery. The manufacturer uses the system to directly and primarily maintain the proper temperature
of other machinery and equipment. The manufacturer uses such machinery and equipment directly and
primarily in processing. The system is not used for the comfort of the workers. Because the system
directly and primarily maintains the environmental conditions necessary for machinery and equipment
directly and primarily used in processing, the system is exempt from sales and use tax under this rule.

This rule is intended to implement Iowa Code section 423.3(47)“a”(2).
[ARC 2768C, IAB 10/12/16, effective 11/16/16]

701—230.17(423) Exemption for the sale of property directly and primarily used in research
and development of new products or processes of processing if the sale occurs on or after July 1,
2016. The sales price of computers, machinery, equipment, replacement parts, supplies, and materials
used to construct or self-construct computers, machinery, equipment, replacement parts, and supplies
is exempt from sales and use tax when the property is directly and primarily used in research and
development of new products or processes of processing. For sales occurring prior to July 1, 2016, see
rule 701—18.58(422,423).

230.17(1) Required elements. To qualify for exemption under this rule, the purchaser must prove
the property is:

a. Computers, machinery, equipment, replacement parts, supplies, or materials used to construct
or self-construct computers, machinery, equipment, replacement parts, or supplies (see subrule
230.14(2));

b. Directly used (see subrules 230.15(2) and 230.17(3));
c. Primarily used (see subrule 230.15(2)); and
d. Used in research and development (see subrule 230.17(2)) of:
(1) New products; or
(2) Processes of processing.
230.17(2) “Research and development” means experimental or laboratory activity that has as its

ultimate goal the development of new products or processes of processing.
230.17(3) Property is used “directly” in research and development only if it is used in actual

experimental or laboratory activity that qualifies as research and development under this rule.
230.17(4) Replacement parts and supplies.
a. Replacement parts. To qualify for exemption under this rule, replacement parts must satisfy

the definition contained in paragraph 230.14(2)“d.” In addition to the other requirements, an exempt
replacement part must replace a component of a computer, machinery, or equipment that is directly
and primarily used in research and development of new products or processes of processing. Tangible
personal property is not an exempt replacement part under this rule if the property exclusively replaces
a component of a computer, machinery, or equipment that is not directly and primarily used in research
and development of new products or processes of processing.

b. Supplies. To qualify for exemption under this rule, suppliesmust satisfy the definition contained
in paragraph 230.14(2)“e.” In addition to the other requirements, an exempt supplymust be connected to,
be used in conjunction with, or come into physical contact with a computer, machinery, or equipment that
is directly and primarily used in research and development of new products or processes of processing, or
an exempt supply must itself be directly and primarily used in research and development of new products
or processes of processing. Tangible personal property is not an exempt supply under this rule if the
property exclusively is connected to, is used in conjunction with, or comes into physical contact with a
computer, machinery, or equipment that is not directly and primarily used in research and development
of new products or processes of processing.

230.17(5) Examples.
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EXAMPLE A: Company A is a hybrid seed producer. Company A maintains a research and
development laboratory for use in developing new varieties of corn seed. Company A purchases
the following items for use in its research and development laboratory: a laboratory computer for
processing data related to the genetic structure of various corn plants, an electron microscope for
examining the structure of corn plant genes, a steam cleaner for cleaning rugs in the laboratory offices,
and office furniture for use in the laboratory offices. The laboratory computer and the microscope are
“directly” used in the research in which the laboratory is engaged; the steam cleaner and the office
furniture are not directly used in research. Therefore, the sales prices of the laboratory computer and
the microscope are exempt from sales and use tax. The sales prices of the steam cleaner and the office
furniture are not exempt from tax under this rule.

EXAMPLE B: Company B is a manufacturer of agricultural equipment. Company B is researching
and developing a new tractor. Company B purchases materials to produce a prototype of its new tractor.
The prototype tractor will be tested in various settings, including a laboratory and actual agricultural
production. The materials used to produce the prototype tractor are exempt supplies directly and
primarily used in research and production of new products. The sales price for the materials is exempt
regardless of whether Company B sells the prototype tractor after testing, or if it scraps the prototype
tractor after testing.

This rule is intended to implement Iowa Code section 423.3(47)“a”(3).
[ARC 2768C, IAB 10/12/16, effective 11/16/16]

701—230.18(423) Exemption for the sale of computers used in processing or storage of data
or information by an insurance company, financial institution, or commercial enterprise if the
sale occurs on or after July 1, 2016. The sales price of computers is exempt from sales and use tax
when the computers are used in processing or storage of data or information by an insurance company,
financial institution, or commercial enterprise. The sales price of machinery, equipment, replacement
parts, supplies, and materials used to construct or self-construct computers, machinery, equipment,
replacement parts, and supplies is not exempt under this rule. For sales occurring prior to July 1, 2016,
see rule 701—18.58(422,423).

230.18(1) Required elements. To qualify for exemption under this rule, the purchaser must prove
the property is:

a. Computers (see paragraph 230.14(2)“a”);
b. Used in processing or storage of data or information (see subrule 230.18(2)); and
c. Used by:
(1) An insurance company (see subrule 230.18(3));
(2) A financial institution (see subrule 230.18(3)); or
(3) A commercial enterprise (see subrule 230.18(3)).
230.18(2) Processing or storage of data or information. All computers store and process

information. However, only if the “final output” for a user or consumer is stored or processed data will
the computer be eligible for exemption from tax under this rule.

230.18(3) Insurance company, financial institution, or commercial enterprise.
a. Insurance company. An insurance company is an insurer organized or operating under Iowa

Code chapter 508, 514, 515, 518, 518A, 519, or 520 or an insurer authorized to do business in Iowa
as an insurer or as a licensed insurance producer under Iowa Code chapter 522B. Excluded from the
definition of “insurance company” are benevolent associations governed by Iowa Code chapter 512A,
fraternal benefit societies governed by Iowa Code chapter 512B, and health maintenance organizations
governed by Iowa Code chapter 514B. This list of exclusions is not intended to be exclusive.

b. Financial institution. A financial institution is any bank incorporated under the provisions of
any state or federal law, any savings and loan association incorporated under the provisions of federal
law, any credit union organized under the provisions of any state or federal law, any corporation licensed
as an industrial loan company under Iowa Code chapter 536A, and any affiliate of a bank, savings and
loan association, credit union, or industrial loan company.
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c. Commercial enterprise. A commercial enterprise is a business or manufacturer conducted
for profit, other than an insurance company or financial institution. “Commercial enterprise” includes
centers for data processing services to insurance companies, financial institutions, businesses, and
manufacturers, but excludes professions and occupations as well as nonprofit organizations. A hospital
that is a not-for-profit organization is not a commercial enterprise. The term “profession” means
a vocation or employment requiring specialized knowledge and often long and intensive academic
preparation. The term “occupation” means the principal business of an individual, such as the business
of farming. A professional entity that carries on any profession or occupation, such as an accounting
firm, is not a commercial enterprise.

230.18(4) Exempt property. To qualify for exemption under this rule, tangible personal property
must satisfy the definition of “computers” contained in paragraph 230.14(2)“a.” Other property,
including machinery, equipment, replacement parts, supplies, and materials used to construct or
self-construct computers, machinery, equipment, replacement parts, and supplies, is not exempt under
this rule, even if the property is used in processing or storage of data or information by an insurance
company, financial institution, or commercial enterprise.

230.18(5) Examples of computers used in processing or storage of data or information by an
insurance company, financial institution, or commercial enterprise. A health insurance company has
four computers. Computer A is used to monitor the temperature within the insurance company’s
building. Computer A transmits messages to the building’s heating and cooling systems, which tell
the systems when to raise or lower the level of heating or air conditioning. Computer B is used to
store patient records and to recall those records on demand. Computer C is used to tabulate statistics
regarding the amount of premiums paid in and the amount of benefits paid out for various classes of
insured. Computer D is used to train the insurance company’s employees to perform various additional
tasks or to better perform work the employees can already do. Computer D uses various canned
programs to accomplish this function. The final output of Computer A is neither stored nor processed
information. Therefore, Computer A does not meet the definition of an exempt computer. The final
output of Computer B is stored information. The final output of Computer C is processed information.
The final output of Computer D is processed information consisting of the training exercises appearing
on the computer monitor. The sales prices of Computers B, C, and D are exempt from sales and use tax
as computers used in processing or storage of data or information by an insurance company.

This rule is intended to implement Iowa Code section 423.3(47)“a”(4).
[ARC 2768C, IAB 10/12/16, effective 11/16/16]

701—230.19(423) Exemption for the sale of property directly and primarily used in recycling
or reprocessing of waste products if the sale occurs on or after July 1, 2016. The sales price of
computers, machinery, equipment, replacement parts, supplies, and materials used to construct or
self-construct computers, machinery, equipment, replacement parts, and supplies is exempt from sales
and use tax when the property is directly and primarily used in recycling or reprocessing of waste
products. For sales occurring prior to July 1, 2016, see rule 701—18.58(422,423).

230.19(1) Required elements. To qualify for exemption under this rule, the purchaser must prove
the property is:

a. Computers, machinery, equipment, replacement parts, supplies, or materials used to construct
or self-construct computers, machinery, equipment, replacement parts, or supplies (see subrule
230.14(2));

b. Directly used (see subrule 230.15(2));
c. Primarily used (see subrule 230.15(2)); and
d. Used in:
(1) Recycling of waste products (see subrule 230.19(2)); or
(2) Reprocessing of waste products (see subrule 230.19(2)).
230.19(2) Recycling and reprocessing.
a. “Recycling” is any process by which waste or materials that would otherwise become waste are

collected, separated, or processed and revised or returned for use in the form of rawmaterials or products.
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Recycling includes, but is not limited to, the composting of yard waste that has been previously separated
from other waste. Recycling does not include any form of energy recovery.

b. “Reprocessing” is not a subcategory of processing. Reprocessing of waste products is an
activity separate and independent from the processing of tangible personal property.

c. Recycling or reprocessing generally begins when the waste products are collected or separated.
Recycling or reprocessing generally ends when waste products are in the form of raw material or another
non-waste product. Activities that occur between these two points and are an integral part of recycling
or processing qualify as recycling or reprocessing.

230.19(3) Replacement parts and supplies.
a. Replacement parts. To qualify for exemption under this rule, replacement parts must satisfy

the definition contained in paragraph 230.14(2)“d.” In addition to the other requirements, an exempt
replacement part must replace a component of a computer, machinery, or equipment that is directly and
primarily used in recycling or reprocessing of waste products. Tangible personal property is not an
exempt replacement part under this rule if the property exclusively replaces a component of a computer,
machinery, or equipment that is not directly and primarily used in recycling or reprocessing of waste
products.

b. Supplies. To qualify for exemption under this rule, suppliesmust satisfy the definition contained
in paragraph 230.14(2)“e.” In addition to the other requirements, an exempt supplymust be connected to,
be used in conjunction with, or come into physical contact with a computer, machinery, or equipment that
is directly and primarily used in recycling or reprocessing of waste products, or an exempt supply must
itself be directly and primarily used in recycling or reprocessing of waste products. Tangible personal
property is not an exempt supply under this rule if the property exclusively is connected to, is used in
conjunction with, or comes into physical contact with a computer, machinery, or equipment that is not
directly and primarily used in recycling or reprocessing of waste products.

230.19(4) Examples.
a. Computers, machinery, and equipment that may be exempt from sales and use tax under this

rule include, but are not limited to, compactors, balers, crushers, grinders, cutters, and shears if directly
and primarily used in recycling or reprocessing.

b. End loaders, forklifts, trucks, conveyor systems, and other moving devices directly and
primarily used in the movement of waste products during recycling or reprocessing may be exempt
from sales and use tax under this rule.

c. A bin or other container used to store waste products before collection for recycling or
reprocessing is not directly and primarily used in recycling or reprocessing, and its sales price is not
exempt from sales and use tax under this rule.

d. Avehicle used directly and primarily for collecting waste products for recycling or reprocessing
could be a vehicle used for an exempt purpose under this rule, and such a vehicle could be exempt from
the fee for new registration. Thus, a garbage truck could qualify for this exemption if the truck is directly
and primarily used in recycling; however, a garbage truck primarily used to haul garbage to a landfill
does not qualify for exemption under this rule.

EXAMPLE A: Company A recycles household waste. Company A uses several machines in its
facility to separate waste products into recyclable and nonrecyclable materials and to further separate
the recyclable materials into paper, plastic, or glass. The sales prices of all separating machines are
exempt from sales and use tax as machines directly and primarily used in recycling of waste products.

EXAMPLE B: Company B uses grinding machines to convert logs, stumps, pallets, crates, and
other waste wood into wood chips. Company B then uses its trucks to deliver the wood chips to local
purchasers. The sales prices of the grinding machines are exempt from sales and use tax as machines
directly and primarily used in recycling or reprocessing of waste products. The trucks used to transport
the wood chips are not used in recycling or reprocessing because the wood chips are in their final form
when loaded onto the trucks.

This rule is intended to implement Iowa Code sections 321.105A(2)“c”(24) and 423.3(47)“a”(5).
[ARC 2768C, IAB 10/12/16, effective 11/16/16]
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701—230.20(423) Exemption for the sale of pollution-control equipment used by amanufacturer if
the sale occurs on or after July 1, 2016. The sales price of pollution-control equipment, including but
not limited to equipment required or certified by an agency of Iowa or of the United States government,
is exempt from sales and use tax when the property is used by a manufacturer. Other equipment, and
computers, machinery, replacement parts, supplies, and materials used to construct or self-construct
computers, machinery, equipment, replacement parts, and supplies are not exempt from sales and use
tax under this rule. For sales occurring prior to July 1, 2016, see rule 701—18.58(422,423).

230.20(1) Required elements. To qualify for exemption under this rule, the purchaser must prove
the property is:

a. Pollution-control equipment (see subrule 230.20(2)); and
b. Used by a manufacturer (see subrule 230.15(4)).
230.20(2) “Pollution-control equipment” is any disposal system or apparatus used or placed in

operation primarily for the purpose of reducing, controlling, or eliminating air or water pollution. Other
property, including replacement parts and supplies, is not exempt under this rule. Pollution-control
equipment does not include any apparatus used to eliminate noise pollution. Liquid, solid, and
gaseous wastes are included within the meaning of the word “pollution.” Pollution-control equipment
specifically includes, but is not limited to, any equipment the use of which is required or certified by
an agency of this state or of the United States government. Wastewater treatment equipment, dust
mitigation systems, and scrubbers used in smokestacks are examples of pollution-control equipment.
However, pollution-control equipment does not include any equipment used only for worker safety,
such as a gas mask.

EXAMPLE: A manufacturer constructs a wastewater treatment facility to treat wastewater from
its manufacturing facility. The wastewater treatment facility diverts wastewater from the local water
treatment plant. The facility then converts wastewater into a biogas, which the manufacturer uses as an
energy source in its manufacturing facility. The sales price of the pollution-control equipment used in
the wastewater treatment facility is exempt from sales and use tax.

This rule is intended to implement Iowa Code section 423.3(47)“a”(6).
[ARC 2768C, IAB 10/12/16, effective 11/16/16]

701—230.21(423) Exemption for the sale of fuel or electricity used in exempt property if the
sale occurs on or after July 1, 2016. The sales price of fuel or electricity consumed by computers,
machinery, or equipment that is exempt from sales and use tax under rule 701—230.14(423),
701—230.15(423), 701—230.16(423), 701—230.17(423), 701—230.19(423), or 701—230.20(423) is
also exempt from sales and use tax. The sales price of electricity or other fuel consumed by replacement
parts, supplies, or computers used in processing or storage of data or information by an insurance
company, financial institution, or commercial enterprise remains subject to tax even if such property is
exempt under rules 701—230.14(423) to 701—230.20(423). For sales occurring prior to July 1, 2016,
see rule 701—18.58(422,423).

EXAMPLE: A manufacturer operates a power plant. The manufacturer uses energy from the power
plant to operate machinery and equipment used directly and primarily in processing at its manufacturing
facility. The fuel consumed in the manufacturer’s power plant is exempt from sales and use tax.

This rule is intended to implement Iowa Code section 423.3(47)“b.”
[ARC 2768C, IAB 10/12/16, effective 11/16/16]

701—230.22(423) Exemption for the sale of services for designing or installing new industrial
machinery or equipment if the sale occurs on or after July 1, 2016. The sales price from the
services of designing or installing new industrial machinery or equipment is exempt from sales and use
tax. The enumerated services of electrical or electronic installation are included in this exemption.

230.22(1) Required elements. To qualify for the exemption, the purchaser must prove the service is:
a. A design or installation service (see subrule 230.22(2));
b. Of new (see subrule 230.22(3)); and
c. Industrial machinery or equipment (see subrule 230.22(4)).
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230.22(2) Design or installation services include electrical and electronic installation. “Design or
installation” services do not include any repair service.

230.22(3) “New” means never having been used or consumed by anyone. The exemption does not
apply to design or installation services on reconstructed, rebuilt, repaired, or previously ownedmachinery
or equipment.

230.22(4) Industrial machinery or equipment.
a. Generally. “Industrial machinery or equipment” means machinery or equipment, as defined in

subrule 230.14(2). The sale of industrial machinery or equipment must also qualify for exemption under
any of the following:

(1) Property used directly and primarily in processing by a manufacturer (see rule
701—230.15(423)).

(2) Property used directly and primarily by a manufacturer to maintain the integrity of the
manufacturer’s product or to maintain unique environmental conditions for computers, machinery, or
equipment (see rule 701—230.16(423)).

(3) Property used directly and primarily in research and development of new products or processes
of processing (see rule 701—230.17(423)).

(4) Property used directly and primarily in recycling or reprocessing of waste products (see rule
701—230.19(423)).

(5) Pollution-control equipment used by a manufacturer (see rule 701—230.20(423)).
b. Exclusions. The following property is not industrial machinery or equipment regardless of how

the purchaser uses it:
(1) Computers (see paragraph 230.14(2)“a”).
(2) Replacement parts (see paragraph 230.14(2)“d”).
(3) Supplies (see paragraph 230.14(2)“e”).
(4) Materials used to construct or self-construct computers, machinery, equipment, replacement

parts, or supplies (see paragraph 230.14(2)“f”).
230.22(5) Billing. The sales price for designing or installing new industrial machinery or equipment

must be separately identified, charged separately, and reasonable in amount for the exemption to apply.
The exemption applies to new industrial machinery or equipment regardless of how it is purchased,
including leased or rented machinery or equipment.

EXAMPLE: Dealer sells and installs two new machines for Manufacturer. Manufacturer uses one
machine on its production floor, where the machine is directly and primarily used in processing.
Manufacturer uses the other machine in its machine shop, where the machine is not directly and
primarily used in processing. Dealer gives an invoice to Manufacturer that separately itemizes the
sales prices for each machine and each installation. The machine used on the production floor is new
industrial machinery or equipment, and the sales prices of the machine and its installation are exempt
from sales and use tax. The machine used in the machine shop is not new industrial machinery or
equipment, and the sales prices of the machine and its installation are taxable.

This rule is intended to implement Iowa Code section 423.3(48).
[ARC 2768C, IAB 10/12/16, effective 11/16/16]

[Filed 11/16/05, Notice 10/12/05—published 12/7/05, effective 1/11/06]
[Filed 5/5/06, Notice 3/29/06—published 5/24/06, effective 6/28/06]
Filed 2/8/08, Notice 1/2/08—published 2/27/08, effective 4/2/08

[Filed 11/12/08, Notice 10/8/08—published 12/3/08, effective 1/7/09]
[Filed ARC 8602B (Notice ARC 8480B, IAB 1/13/10), IAB 3/10/10, effective 4/14/10]

[Filed ARC 2349C (Amended Notice ARC 2239C, IAB 11/11/15; Notice ARC 2178C, IAB 9/30/15),
IAB 1/6/16, effective 2/10/16]1,2

[Filed ARC 2768C (Notice ARC 2636C, IAB 7/20/16), IAB 10/12/16, effective 11/16/16]
[Filed ARC 4218C (Notice ARC 4109C, IAB 11/7/18), IAB 1/2/19, effective 2/6/19]
[Filed ARC 5099C (Notice ARC 4916C, IAB 2/12/20), IAB 7/15/20, effective 8/19/20]
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[Rescinded paragraph editorially removed, IAC Supplement 7/29/20]3

1 Amendments to 230.5 (ARC 2349C, Item 7) rescinded by 2016 Iowa Acts, House File 2433, section 6, on 3/21/16. Amendments
removed and prior language restored IAC Supplement 4/27/16.

2 230.14 to 230.22 (ARC 2349C, Items 8 to 16) rescinded by 2016 Iowa Acts, House File 2433, section 7, on 3/21/16. Rules
removed IAC Supplement 4/27/16.

3 Paragraph 230.14(2)“a” rescinded by 2020 Iowa Acts, House File 2641, section 97, effective July 1, 2020.


